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ANNUAL  REPORT  ON  THE  FINANCES 

Department  of  the  Treasury, 

Washington^  November  i,  1972. 

Sirs:  In  accordance  with  31  U.S.C.  1027,  I  submit  the  following 
annual  report  on  the  finances  of  the  Federal  Government  for  fiscal  year 
1972.  This  brief  introductory  statement  reviews  major  developments 
during  the  year  and  comments  upon  emerging  trends.  The  main  text 
of  the  report  describes  in  some  detail  the  major  operating  and  ad- 
ministrative activities  of  the  Department  of  the  Treasury  during  fiscal 
year  1972.  Further  information  is  provided  in  a  separate  Statistical 
Appendix. 

The  New  Economic  Programs 

Economic  and  financial  events  of  fiscal  1972  seemed  to  turn  on  a 
single  date — ^August  15, 1971.  On  that  day,  new  economic  policies  were 
undertaken  to  cope  with  problems,  both  domestic  and  international, 
whose  origins  go  back  to  the  mid-1960's  and  earlier.  Within  the  space 
of  a  few  months,  domestic  economic  confidence  improved  sharply  and 
the  first  important  steps  were  taken  to  reshape  the  international  mone- 
tary system.  By  the  end  of  the  fiscal  year,  the  economy  was  expanding 
strongly,  and  the  domestic  outlook  was  increasingly  favorable. 

The  comprehensive  new  economic  program  that  was  announced  by 
President  Nixon  at  mid-August  1971  was  designed  to  deal  more  effec- 
tively with  an  interrelated  set  of  problems :  Inflation,  unemployment, 
sluggish  economic  expansion,  and  a  chronic  balance  of  payments 
deficit.  Even  before  the  new  program  was  developed,  the  domestic 
economic  situation  was  showing  signs  of  improvement.  Both  the 
rate  of  unemployment  and  the  rate  of  inflation  had  stopped  rising, 
and  the  pace  of  inflation  had  even  eased  a  bit.  The  administration's 
domestic  economic  objectives,  however,  were  not  being  achieved  rapidly 
enough.  Additional  actions  were  required  to  speed  up  the  pace  of 
economic  recovery  and  to  reinforce  the  efforts  being  made  against 
inflation. 

On  the  international  side,  there  was  an  even  more  immediate  need 
for  a  new  policy  approach.  By  mid-August,  speculative  pressures 
against  the  dollar  were  mounting  rapidly,  and  prompt  action  was 
essential.  Moreover,  prospects  for  an  early  correction  of  the  U.S. 
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balance  of  payments  deficit  appeared  increasingly  uncertain  in  the 
absence  of  new  policies. 

A  coordinated  set  of  measures  was  required  to  deal  with  these  domes- 
tic and  international  problems.  Isolated  steps  to  achieve  any  one 
objective  would  have  threatened  to  impede  the  attainment  of  others. 
For  example,  application  of  much  stronger  fiscal  and  monetary  stimu- 
lus alone  might  temporarily  have  stimulated  the  economy  and  have 
speeded  the  decline  of  unemployment,  but  only  at  the  cost  of  more 
inflation  and  a  weaker  balance  of  payments.  On  the  other  hand,  con- 
ventional measures  to  control  inflation  might  have  stifled  the  domestic 
expansion.  Finally,  exclusive  concentration  upon  balance  of  payments 
objectives  would  have  run  the  risk  of  sacrificing  important  domestic 
objectives  altogether. 

In  recognition  of  these  interrelationships,  the  economic  program  an- 
nounced on  August  15  proposed  a  set  of  coordinated  steps  covering 
both  domestic  and  international  areas.  Domestically,  the  main  ele- 
ments were  a  wage-price  program  and  fiscal  action.  In  the  wage-price 
field,  a  90-day  freeze  was  imposed  to  break  the  inflationary  momentum. 
The  freeze  was  to  be  followed  by  a  second  phase  in  which  markets 
would  operate  more  normally.  The  fiscal  action  consisted  of  proposed 
tax  legislation  to  stimulate  the  economic  expansion  and  reductions  in 
Federal  expenditures  to  minimize  budgetary  strains.  Taken  together, 
these  domestic  measures  were  aimed  at  insuring  further  reduction 
in  the  rate  of  inflation  while  simultaneously  encouraging  a  higher  rate 
of  gro^^i:h  in  real  output  and  employment. 

Domestic  Economic  Expansion 

The  pace  of  economic  expansion  quickened  during  the  fiscal  year. 
Between  the  second  quarters  of  calendar  years  1971  and  1972,  gross 
national  product  in  current  prices  rose  by  $96  billion.  By  mid-1972, 
prospects  were  already  good  that  the  gain  of  about  $100  billion  in 
gross  national  product  during  calendar  1972  projected  in  the  February 
1972  Economic  Report  of  the  President  would  be  reached  or  exceeded. 

The  9.2-percent  rise  in  gross  national  product  during  fiscal  year 
1972  was  moderately  greater  than  the  7.3-percent  gain  achieved  in 
the  previous  fiscal  year.  In  terms  of  major  expenditure  categories,  the 
largest  dollar  rise  came  in  consumption  expenditures.  Other  leading 
sectors  were  business  fixed  investment  (which  was  stimulated  by  tax 
policy  changes)  and  residential  construction  (where  a  housing  boom 
continued).  On  the  less  expansive  side,  business  inventory  policy 
remained  cautious  and  the  foreign  sector  exerted  a  negative  influence 
because  of  the  increasing  trade  deficit. 

Much  more  of  the  rise  in  the  value  of  national  output  was  due  to 
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real  growth  than  in  previous  years.  Real  output  climbed  by  a  healthy 
6  percent  in  fiscal  1972.  Furthermore,  growth  showed  an  upward 
trend  with  real  output  rising  at  a  4.5-percent  annual  rate  in  the  first 
half  of  the  fiscal  year  but  at  a  7.9-percent  annual  rate  in  the  second 
half. 

This  strong  rise  in  real  output  was  accompanied  by  very  rapid 
gains  in  employment.  Between  the  second  quarters  of  calendar  years 
1971  and  1972,  total  civilian  employment  rose  by  2.4  million  persons. 
Ordinarily,  the  sharp  rise  in  employment  that  occurred  in  fiscal  1972 
would  have  been  associated  with  a  substantial  fall  in  the  rate  of 
unemployment.  However,  in  response  to  improving  business  condi- 
tions, the  civilian  labor  force  expanded  by  2.3  million  persons,  a  gain 
almost  as  large  as  that  in  employment.  This  unusual  increase  in  the 
labor  force  kept  the  total  rate  of  unemployment  in  the  neighborhood 
of  6  percent  during  the  early  part  of  the  year,  but  the  decline  to  5.7 
percent  in  the  second  quarter  of  calendar  1972  and  to  5.5  percent  in 
June  should  be  a  signal  of  lower  rates  to  come. 

The  administration's  progress  on  the  inflation  front  during  this  and 
the  preceding  fiscal  year  is  well  illustrated  by  the  following  table 
which  shows  the  rate  of  change  of  the  GNP  implicit  price  deflator 
for  the  private  sector : 

Annual  rate  of  change,  seasonally  adjusted 
Period :  Percent 

1970-III  to  1971-1 6.1 

1971-1  to  1971-111 3.6 

New  Economic  Policy  

1971-III  to  1972-1 3.3 

Latest  quarter,  1972-11 1.8 

Thus,  although  certain  commodities,  notably  meat  and  other  farm 
products,  rose  sharply  in  price  during  early  1972,  the  overall  picture 
at  the  end  of  the  fiscal  year  is  most  encouraging. 

Fiscal  Measures 

Fiscal  action  was  an  integral  part  of  the  August  15,  1971  program. 
The  major  objective  of  the  fiscal  proposals  was  to  stimulate  the 
economy  and  create  jobs  in  the  private  sector.  To  that  end,  the  follow- 
ing recommendations  were  presented  to  the  Congress  in  early  Septem- 
ber: Acceleration  of  individual  income  tax  reductions  from  1973  to 
1972,  repeal  of  the  7-percent  excise  tax  on  sales  of  new  automobiles, 
enactment  of  a  10-percent  job  development  credit  (5  percent  after 
August  15,  1972),  and  the  Domestic  International  Sales  Corporation 
(DISC)  legislation  to  stimulate  exports.  (A  full  discussion  of  taxa- 
tion developments  in  fiscal  1972  appears  on  pp.  36-41.) 
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In  addition,  it  was  proposed  to  balance  the  loss  of  revenues  from 
the  tax  changes  with  reductions  in  Federal  budget  outlays.  This  was 
viewed  as  essential  in  order  to  maintain  basic  discipline  in  the  budget, 
to  contain  inflationary  pressures,  and  to  avoid  undue  pressure  on  the 
financial  markets. 

Congressional  review  and  modification  of  these  proposals  was 
achieved  in  timely  fashion  and  legislation  was  signed  into  law  on 
December  10,  1971  (Public  Law  92-178).  The  end  product  incorpo- 
rated the  administration's  major  recommendations  but  included  some 
congressional  modifications  and  extensions.  A  permanent  job  develop- 
ment credit  of  7  percent  was  enacted  rather  than  the  proposed  10-per- 
cent-5-percent  plan.  The  so-called  first  year  convention  in  the  ad- 
ministrative liberalization  of  depreciation  announced  earlier  in  the 
year  was  modified  as  was  the  DISC  proposal  to  defer  taxes  on  profits 
from  exports.  In  each  case,  however,  the  main  thrust  of  the  President's 
proposal  was  acted  upon. 

Congress  went  beyond  the  administration  requests  by  increasing 
personal  exemptions  and  the  minimum  standard  deduction,  making  a 
Federal  pay  raise  effective  on  January  1,  1972,  and  providing  a  new 
deduction  for  child  care  and  household  help.  Additionally,  in  a  con- 
gressional step  which  was  almost  unnoticed  at  the  time,  the  personal 
income  tax  withholding  schedules  were  modified  in  an  effort  to  reduce 
underwithholding  of  Federal  taxes  for  families  with  more  than  one 
wage  earner  or  above-average  incomes.  This  was  accomplished  success- 
fully but  has  unfortunately  also  resulted  in  overwithholding  of  taxes 
for  families  with  one  Avage  earner  and  average  deductions. 

The  net  effect  of  the  tax  legislation — aside  from  the  unintentional 
overwithholding  which  in  the  aggregate  may  have  done  little  more 
than  to  affect  seasonal  financial  patterns — was  additional  fiscal  stimu- 
lus during  fiscal  1972.  In  January  1972,  it  was  estimated  that  the  full 
employment  budget  would  move  from  a  surplus  of  $4.9  billion  in 
fiscal  1971  to  a  deficit  of  $8.1  billion  in  fiscal  1972.  But  by  the  end  of 
fiscal  1972,  the  full  employment  deficit  for  fiscal  1972  was  reestimated 
at  $3.6  billion,  primarily  because  of  delay  in  the  passage  of  the  ad- 
ministration's revenue  sharing  legislation. 

From  all  indications,  fiscal  stimulus  from  the  December  1971  legis- 
lation was  a  significant  factor  in  the  stronger  economic  expansion  and 
the  more  rapid  gains  in  employment  that  developed  during  the  fiscal 
year.  However,  the  tendency  for  the  fiscal  1973  budget  to  move  out  of 
full  employment  balance  was  another  matter.  With  the  economy 
moving  ahead  rapidly  and  inflation  still  a  threat,  the  fiscal  influence 
needed  to  move  toward  neutrality. 

Actual  budget  deficits  continued  to  be  sizable  because  the  level  of 
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economic  activity  remained  below  full  employment.  The  deficit  for 
fiscal  year  1972  amounted  to  $23.2  billion,  with  receipts  of  $208.6  billion 
and  outlays  of  $231.9  billion.  The  fiscal  year  1973  budget  deficit  was 
estimated  in  June  1972  at  $27  billion,  with  receipts  of  $223  billion  and 
outlays  of  $250  billion.  By  the  end  of  fiscal  year  1972,  it  was  apparent 
that  a  special  effort  would  be  required  in  order  to  hold  down  this 
prospective  deficit. 

Sizable  budget  deficits  make  good  economic  sense  while  the  economy 
remains  below  full  employment.  But,  looking  to  fhe  immediate  future, 
expenditure  restraint  will  be  vital.  On  the  basis  of  existing  expendi- 
ture programs,  Federal  revenues  at  full  employment  are  already  com- 
mitted several  years  into  the  future.  This  is  why,  for  fiscal  1973,  the 
administration  vigorously  advocates  a  rigid  ceiling  on  Federal  ex- 
penditures. If  set  at  $250  billion,  such  a  ceiling  would  approximate 
full  employment  revenues  and  conform  to  the  principle  of  full 
employment  balance. 

There  is  general  agreement  that  the  period  just  prior  to  national 
elections  is  hardly  the  occasion  on  which  to  attempt  any  major  reform 
of  the  Federal  tax  structure.  But  there  is  a  strong  case  for  attempting 
without  delay  to  make  the  tax  system  fairer  and  simpler.  The  ad- 
ministration proposed  and  supported  tax  reform  legislation  in  1969 
and  remains  committed  to  further  efforts  in  that  direction. 

Revenue  Sharing 

During  the  fiscal  year,  the  President's  legislative  proposals  for 
general  revenue  sharing  moved  closer  to  final  action  by  the  Congress. 
On  June  22,  1972,  the  House  of  Representatives  completed  action  on 
the  State  and  Local  Financial  Assistance  Act  of  1972  (H.R.  14730). 
While  this  legislation  differed  in  some  respects  from  the  administra- 
tion's original  proposals,  the  similarities  far  outweighed  the  dif- 
ferences. By  the  end  of  the  fiscal  year,  the  Senate  Finance  Committee 
had  begun  its  own  hearings  on  general  revenue  sharing,  and  the  pros- 
pects for  eventual  passage  seemed  favorable.  In  its  present  form,  the 
legislation  calls  for  the  distribution  of  $29.8  billion  in  Federal  reve- 
nues over  a  5-year  period  to  State  and  local  governments  and  an 
accompanying  simplification  of  the  existing  maze  of  special  Federal 
grant  programs. 

Financial  Developments 

Federal  Reserve  monetary  policy  was  moderately  expansive  during 
the  fiscal  year.  The  money  supply  (currency  and  demand  deposits) 
rose  by  5  percent,  compared  to  7.7  percent  in  fiscal  1971.  Monetary  ex- 
pansion was  modest  during  the  second  half  of  1971,  picked  up  ap- 
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preciably  in  the  early  months  of  calendar  year  1972,  and  tapered  back 
to  about  a  5i/2-percent  rate  of  ^row-th  during  the  final  3  months. 

The  money  and  capital  markets  reacted  very  fav^orably  to  the  new 
economic  program.  Short-term  interest  rates  had  been  rising  rather 
sharply  during  the  spring  and  early  summer  of  1971,  and  long-term 
interest  rates  also  had  turned  up.  By  the  beginning  of  the  fiscal  year, 
the  3 -month  Treasury  bill  rate  was  once  again  above  5  percent,  and 
new  long-term  corporates  were  yielding  more  than  8  percent.  Rates 
declined  a  bit  during  July  and  early  August  and  then  fell  sharply  in 
reaction  to  the  new  program. 

By  the  end  of  fiscal  year  1972,  the  rate  on  3-month  Treasury  bills 
was  slightly  above  4  percent,  down  more  than  a  full  percentage  point 
from  the  level  of  mid-August  1971.  Treasury  coupon  issues  showed 
declines  through  the  range  of  maturities  of  from  i/^  to  a  full  percent- 
age point.  New  Aa  corporate  and  new  municipal  bond  issues  were  down 
about  1/^  percentage  point,  and  new  home  conventional  mortgages  were 
down  about  i/4  percentage  point. 

These  interest  rate  declines  occurred  against  a  background  of  record 
flows  of  funds  through  the  credit  markets.  During  fiscal  year  1972, 
about  $160  billion  of  new  funds  were  raised  25  percent  more  than  dur- 
ing fiscal  year  1971.  Reduced  expectations  of  inflation  helped  make 
possible  larger  credit  flow  at  lower  rates  of  interest. 

The  very  large  volume  of  savings  flowing  to  commercial  banks  and 
thrift  institutions  during  the  fiscal  year  was  reflected  in  a  strong  rise 
in  new  mortgage  credit  and  a  vigorous  pace  of  residential  construction 
activity.  Corporate  capital  requirements  continued  to  be  sizable,  but 
an  improving  cash  flow  gradually  helped  to  reduce  some  of  the  pres- 
sure on  the  corporate  bond  market.  The  volume  of  State  and  local  bor- 
rowing also  eased  back  somewhat  from  earlier  levels. 

Federal  financing  requirements  were  accommodated  comfortably 
during  the  1972  fiscal  year.  The  budget  deficit  of  $23.2  billion  on  the 
unified  basis  was  about  the  same  size  as  that  for  fiscal  1971,  but  the  resil- 
ience of  the  financial  markets  had  improved  greatly.  At  the  time  of 
the  January  1972  budget  estimates,  total  borrowing  from  the  public 
during  the  fiscal  year  was  expected  to  be  $39.5  billion  on  the  basis  of  a 
$38.8  billion  budget  deficit.  During  the  first  half  of  the  fiscal  year,  total 
borrowing  from  the  public  was  $21.6  billion,  up  from  $16.3  billion  in 
the  comparable  period  of  fiscal  1971.  This  seemed  to  imply  a  large 
second-half  financing  requirement. 

Borrowing  from  the  public  in  the  second  half  of  the  fiscal  year  was 
reduced  by  $2.4  billion  bringing  the  total  for  the  fiscal  year  down  to 
$19.4  billion.  The  improved  fiscal  position  resulted  mainly  from  the 
larger  than  expected  tax  receipts  in  the  second  half,  principally  due 
to  the  overwithholding  of  personal  income  taxes  arising  from  the 
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December  1971  tax  legislation.  The  strong  Treasury  cash  position  was 
reflected  in  decisions  to  pay  down  $700  million  at  the  May  refinancing 
and  to  retire,  rather  than  refund,  $1,226  billion  of  June  15  maturities. 
At  the  close  of  the  fiscal  year,  the  total  interest-bearing  public  debt 
amounted  to  $425.4  billion,  an  increase  of  $29.1  billion  during  the  year. 
The  computed  annual  interest  rate  at  the  close  of  the  year  was  5.09 
percent,  down  from  5.14  percent  at  the  end  of  fiscal  1971  and  from 
5.56  percent  at  the  end  of  fiscal  1970.  The  average  length  of  the  mar- 
ketable interest-bearing  public  debt  shortened  to  3  years  3  months  from 
3  years  6  months  at  the  close  of  fiscal  1971.  (For  a  detailed  discussion 
of  Treasury  financing  operations  during  fiscal  year  1972,  see  pp.  20-28.) 

Federal  Financing  Bank 

During  the  fiscal  year,  the  Senate  approved  legislation  providing  for 
a  Federal  Financing  Bank.  In  recent  years,  there  has  been  an  ex- 
tremely rapid  growth  in  the  number  and  volume  of  federally  assisted 
credit  activities.  For  example,  the  combined  net  market  demands  of 
Federal  and  federally  assisted  borrowers  are  expected  to  total  $58  bil- 
lion in  fiscal  year  1973.  In  fact,  direct  Federal  borrowing  from  the 
public  is  expected  to  be  actually  outweighed  by  Government  sponsored 
and  guaranteed  borrowing — most  of  it  by  non-Federal  borrowers.  This 
proliferation  of  uncoordinated  borrowing  associated  with  the  expan- 
sion of  federally  assisted  credit  activities  is  inefficient  and  costly.  The 
resulting  market  congestion  increases  interest  rates  for  all  borrowers. 

In  order  to  meet  this  problem,  the  administration  has  proposed  that 
a  Federal  Financing  Bank  be  established.  The  Bank  would  neither  add 
to  nor  subtract  from  existing  Federal  credit  assistance  programs. 
First,  it  would  centralize  debt  management  functions  that  are  now 
being  performed  by  a  very  large  number  of  credit  agencies.  Second, 
it  would  provide  for  coordination  by  the  Secretary  of  the  Treasury 
of  Federal  agency  financing  plans.  And  third,  it  would  provide  for 
submission  to  the  President  of  budget  plans  for  loan  guarantee 
programs. 

Law  Enforcement  Operations 

During  fiscal  1972,  Treasury  continued  to  strengthen  its  enforce- 
ment activities  at  every  level.  Treasury  obtained  a  budget  supplemen- 
tal at  the  close  of  fiscal  1971  of  $15  million  to  enable  the  Bureau  of 
Customs  to  increase  its  forces  combatting  illicit  drug  importations. 
This  move  resulted  in  a  new  record  for  seizures  during  fiscal  year  1972 
of  drugs  and  arrests  of  smugglers  directly  by  U.S.  Customs  and  con- 
tributed to  a  number  of  major  international  seizures  by  foreign 
authorities. 
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Treasury  also  obtained  at  the  close  of  fiscal  1971  a  $7.5  million  sup- 
plemental appropriation  for  the  Internal  Revenue  Service  for  tax 
investigations  of  middle  and  upper  level  distributors  and  financiers 
known  to  be  engaged  in  narcotics  trafficking.  This  Treasury  program 
yielded  spectacular  results  during  fiscal  1972,  its  first  year  of  opera- 
tion, with  793  major  traffickers  under  investigation,  $54  million  in 
taxes  and  penalties  assessed,  and  $81/2  million  collected;  six  major 
traffickers  were  convicted  on  criminal  tax  charges,  and  at  the  end 
of  the  year  15  were  awaiting  trial  and  35  other  cases  were  recom- 
mended for  prosecution.  This  program  holds  great  promise  for  tak- 
ing the  profit  out  of  the  drug  traffic  and  incarcerating  many  of  its 
principal  directors. 

In  March  of  1972,  Treasury  published  regulations  to  implement 
Public  Law  91-508  by  requiring  recordkeeping  and  re-reporting  in 
connection  with  certain  financial  transactions.  These  measures,  which 
became  effective  July  1,  1972,  were  designed  to  prevent  the  use  of 
secret  bank  accounts  in  foreign  countries  by  organized  and  white  collar 
crime  and  currency  manipulators  to  conceal  illegal  activities  and 
evade  payment  of  U.S.  income  taxes.  They  are  being  administered 
by  eight  different  agencies  and  offices  of  the  U.S.  Government  under 
the  coordination  of  Treasury's  Office  of  Operations. 

Treasury's  program  to  reduce  and  prevent  the  theft  of  cargo  from 
international  commerce  at  ports  of  entry  achieved  substantial  results 
through  the  efforts  of  its  Bureau  of  Customs. 

Tariff  and  Trade  Enforcement  Operations 

During  fiscal  1972,  Treasury  gave  increased  attention  to  measures 
to  prevent  imfair  price  discrimination,  subsidies  and  other  practices 
affecting  importations  into  the  United  States. 

By  accelerating  the  processing  of  complaints  under  the  antidump- 
ing statute  and  tightening  the  application  of  the  countervailing  duty 
statute.  Treasury  made  both  laws  more  effective  instruments  in  de- 
fending the  United  States  against  unfair  competition.  In  fiscal  1972, 
the  number  of  antidimiping  investigations  initiated  increased  by  70 
percent,  the  number  of  Treasury  decisions  by  57  percent,  and  the  num- 
ber of  dumping  findings  by  157  percent. 

On  April  19,  1972,  Treasury  published  for  comment  new  antidump- 
ing regulations  designed  to  clarify  and  further  tighten  the  procedures 
of  the  Antidumping  Act.  The  comments  received  are  now  being  con- 
sidered, and  amended  regulations  will  be  issued  shortly. 

Considerable  emphasis  has  also  been  focussed  on  classification,  value 
and  marking  determinations,  quota  administration,  coastwise  trade  ex- 
emptions, and  monitoring  voluntary  restraint  agreements. 
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International  Affairs 

In  the  international  monetary  and  financial  sphere,  the  fiscal  year 
was  in  many  respects  the  most  noteworthy  12-month  period  in  the 
past  two  decades. 

Following  an  already  very  large  deficit  on  the  official  reserve  trans- 
actions basis  in  calendar  year  1970,  the  U.S.  payments  picture  dark- 
ened at  an  accelerating  pace  in  the  first  half  of  calendar  year  1971. 
The  payments  deficit  was  reflected  in  both  a  trade  balance  deteriora- 
tion beginning  in  the  second  quarter  of  1971  and  in  heavy  outflows 
of  short-term  capital.  The  official  transactions  deficit  reached  an  un- 
precedented figure  of  about  $12  billion  during  the  first  half  of  1971. 

Speculative  pressures  led  to  the  abandonment  of  fixed  parities  for 
the  German  mark  and  the  Dutch  guilder  in  May,  and  both  currencies 
floated  upward.  The  Swiss  franc  and  Austrian  schilling  were  revalued 
to  new  and  higher  fixed  rates.  The  outrush  of  dollars  resumed  in  the 
early  months  of  the  fiscal  year  under  review,  especially  into  yen.  In 
the  third  quarter  of  1971,  the  U.S.  official  reserve  transactions  deficit 
reached  $11.9  billion,  due  primarily  to  transactions  which  occurred 
prior  to  the  President's  announcement  of  a  new  economic  policy  on 
August  15.  Gross  reserves  fell  from  $13i/2  billion  at  the  end  of  June 
1971  to  iust  over  $12  billion  at  mid- August. 

As  an  element  of  his  new  economic  policy,  the  President  suspended 
the  convertibility  of  the  dollar  into  gold  and  other  reserve  assets  as 
of  August  15,  1971.  This  decision,  supplemented  by  the  imposition  of 
a  temporary  import  surcharge,  brought  to  a  close  a  long  period  during 
which  the  U.S.  balance  of  payments  position  had  been  unsustainable. 

Immediately  after  the  suspension  of  dollar  convertibility,  the  ex- 
change rates  of  most  major  currencies  were  permitted  to  "float"  away 
from  their  former  parities  although  there  were  varying  degrees  of 
foreign  governmental  restriction  and  intervention.  However,  many 
foreign  monetary  authorities  expressed  their  desire  for  an  early  re- 
turn to  fixed  parities. 

Of  immediate  concern  to  the  United  States  was  its  serious  trade 
position,  which  failed  to  cover  U.S.  programs  of  economic  assistance 
and  normal  net  exports  of  capital  to  the  developing  countries.  U.S. 
negotiators  sought  substantial  exchange  rate  changes,  as  well  as  re- 
duced obstacles  to  U.S.  exports.  In  many  instances,  however,  foreign 
authorities  were  reluctant  to  reduce  their  trade  surplus  positions.  The 
United  States  was  even  urged  by  some  to  resume  convertibility 
obligations. 

These  considerations  were  intensively  examined  at  meetings  of  the 
INIinisters  and  Governors  of  the  Group  of  Ten  in  London  on  Septem- 
ber 15-16,  1971,  in  Rome  on  November  30-December  1,  1971,  and  in 
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Washington  on  December  17-18,  1971.  Agreement  was  reached  in 
Washington  on  December  18  on  a  new  pattern  of  exchange  rates  wliich 
had  the  effect  of  devaUiating  the  dollar  in  terms  of  other  major  cur- 
rencies by  an  average  of  approximately  12  percent  (based  on  individ- 
ual rate  changes  weighed  by  the  importance  of  our  trade  with  each 
major  country,  excluding  Canada).  The  Government  of  Canada  al- 
lowed the  Canadian  dollar  to  continue  to  float.  Taking  a  longer  view, 
the  Ministere  also  agreed  to  cooperate  in  reforming  the  international 
monetary  system.  The  import  surcharge  was  rescinded  by  the  United 
States,  and  short-term  trade  negotiations  were  pursued  bilaterally 
Avith  Japan,  Canada,  and  the  European  Community,  looking  toward 
removal  of  some  irritants  in  foreign  trade  practices. 

Secretary  Connally  accompanied  President  Nixon  when  he  met  with 
French  President  Pompidou  and  Finance  Minister  Giscard  d'Estaing 
in  the  Azores  on  December  13-14,  1971 — one  of  a  series  of  meetings 
between  President  Nixon  and  several  heads  of  governments.  The 
French  and  American  Presidents  agreed  to  work  toward  a  prompt 
realignment  of  exchange  rates,  thus  helping  to  clear  the  way  for  the 
decisions  taken  at  the  Smithsonian  in  Washington  on  December  18. 

The  realignment  of  December  18  called  for  a  change  in  the  parity 
of  the  U.S.  dollar  by  8.57  percent,  resulting  in  a  new  official  monetary 
price  of  gold  of  $38  per  ounce.  Upon  completion  of  the  legislation 
needed  to  put  this  new  par  value  into  effect,  and  to  implement  mainte- 
nance-of-value  obligations  under  the  charters  of  the  International 
Monetary  Fund,  the  World  Bank,  and  other  international  lending 
bodies,  the  United  States  officially  notified  the  International  Monetary 
Fund  of  the  change  in  the  parity  of  the  dollar,  effective  May  8,  1972. 

The  Smithsonian  agreement  also  established  wider  margins  for 
fluctuations  in  exchange  rates  on  either  side  of  par  values.  Whereas 
under  the  previous  IMF  system,  spot  exchange  rates  were  not  allowed 
to  vary  by  more  than  1  percent  on  either  side  of  parity,  under  the 
Smithsonian  agreement  these  margins  were  raised  to  214  percent  on 
either  side  of  parity.  The  new  margins  were  intended  to  reduce  specu- 
lative incentives  and  to  permit  a  wider  divergence  in  short-term  in- 
terest rates  among  countries  without  encouraging  large  international 
flows  of  funds.  This  would  permit  a  greater  degree  of  independence  in 
the  pursuit  of  domestic  monetary  policies  by  different  countries. 

However,  within  the  European  Community,  in  a  move  toward  re- 
gional monetary  unification,  the  spread  between  any  two  exchange 
rates  of  the  participating  European  group  at  any  one  time  was  nar- 
rowed on  July  1,  1972,  to  a  maximum  of  2i^  percent.  This  produced  a 
situation  popularly  described  as  the  "snake  in  the  tunnel,"  where  the 
European  Community  currencies,  along  with  sterling,  were  all  con- 
strained within  a  narrow  band  while  this  narrow  band  could  move 
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over  time  within  a  range  of  fluctuation  against  the  dollar  of  41^ 
percent. 

Toward  the  close  of  the  fiscal  year,  the  relative  calm  in  the  exchange 
markets  achieved  by  mid-March  was  disturbed  by  a  sudden  burst  of 
speculation  against  the  pound  sterling  in  the  third  week  of  June.  On 
June  23,  the  British  authorities  announced  that  the  pound  sterling 
would  be  allowed  to  float  for  a  time  until  it  proved  feasible  to  re- 
establish a  pegged  rate,  thus  breaking  out  of  both  the  snake  and  the 
tunnel.  Exchange  markets  in  Europe  were  closed  for  several  days,  but 
the  major  European  Finance  Ministers  decided  on  June  26  to  main- 
tain their  exchange  rates  when  the  markets  reopened.  By  early  July, 
the  exchange  markets  appeared  to  have  calmed  appreciably. 

It  was  not  to  be  expected  that  the  new  economic  policy  and  the 
exchange  rate  realignment  would  restore  the  U.S.  payments  deficit 
immediately ;  indeed,  during  the  period  from  January  to  June  1972, 
the  United  States  incurred  a  merchandise  trade  deficit  of  $3.6  billion 
v,hile  the  official  reserve  transactions  deficit  was  around  $4  to  $41/^ 
billion. 

Between  December  and  June,  progress  was  made  along  two  fronts 
in  preparing  for  full-scale  negotiations  on  the  reform  of  the  inter- 
national monetary  system  and  other  related  issues.  From  the  earliest 
discussions,  the  United  States  took  the  position  that  a  stable  and 
durable  monetary  and  payments  system  for  the  future  could  not  be 
established  by  a  simple  return  to  familiar  policies  and  practices.  The 
system  must  be  based  upon  a  strengthening  of  the  U.S.  balance  of  pay- 
ments position,  of  sufficient  magnitude  to  restore  a  full  market  confi- 
dence in  the  dollar.  This  view  implied,  of  course,  that  other  industrial 
countries  could  no  longer  accumulate  large  surpluses  at  the  rate  to 
which  they  had  become  accustomed. 

While  the  validity  of  this  view  was  generally  accepted  in  principle, 
concrete  actions  to  this  end  proved  more  difficult,  and  some  foreign 
countries  apparently  felt  the  needed  adjustment  could  be  made  through 
more  or  less  permanent  exercise  by  the  United  States  of  strong  admin- 
istrative control  over  its  capital  exports.  For  its  part,  the  United 
States  argued  that  negotiations  on  long-term  reform  should  be  broad 
enough  to  cover  trade  and  investment  practices  which  affect  competi- 
tive conditions.  That  is,  the  negotiations  should  not  be  limited  exclu- 
sively to  purely  monetary  arrangements  and  mechanisms.  The  U.S. 
view  on  the  need  for  a  comprehensive  approach  to  reform  was  accepted 
in  principle  by  the  Executive  Board  of  the  International  Monetary 
Fund,  and  by  the  Organization  for  Economic  Cooperation  and  Devel- 
opment at  its  Ministerial  meeting  in  May  1972. 

Progress  was  also  made  in  establishing  more  effective  arrangements 
for  global  negotiations  on  long-term  reform  of  the  monetary  and 
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payments  position.  Under  the  strong  urging  of  the  United  States, 
preliminary  agreement  was  reached  to  establish  a  new  "Committee  of 
Twenty"  Governors  in  the  International  Monetary  Fund,  representing 
all  the  members  of  the  Fund,  to  undertake  a  leading  role  in  the  negotia- 
tions. Each  member  of  the  Committee  would  represent  a  constituency 
that  appoints  or  elects  an  Executive  Director.  This  was  expected  to 
lead  to  a  rough  balance  in  numbers  between  Governors  from  the  indus- 
trial nations  and  those  from  the  rest  of  the  world. 

The  Committee,  when  formally  established  by  vote  of  the  IMF 
Governors,  will,  as  urged  by  the  United  States,  give  full  attention  to 
the  interrelationship  between  proposals  to  amend  the  Articles  of 
the  Fund  and  existing  or  prospective  arrangements  among  countries — 
including  those  that  involve  international  trade,  the  flow  of  capital, 
investment,  or  development  assistance — that  could  affect  attainment 
of  the  purposes  of  the  Fund  under  the  present  or  amended  Articles. 
The  title  of  this  group  will  be  the  "Committee  of  the  Board  of  Gov- 
ernors on  Reform  of  the  International  Monetary  System  and  Related 
Issues."  It  is  expected  that  a  good  deal  of  preparatory  work  will  be 
done  in  meetings  of  Deputies  to  the  Governors. 

The  work  of  this  Committee  will  be  supplemented  by  other  interna- 
tional organizations  which  are  in  a  position  to  make  contributions 
to  the  whole  endeavor. 

One  of  the  "related  issues"  of  the  greatest  importance  concerns  the 
rules  and  practices  of  industrial  countries  with  respect  to  competitive 
trade  and  investment  practices  and  preferential  arrangements  that 
impede  competitive  adjustments.  These  practices  can  exert  a  strong 
effect  on  the  trade  position  of  the  United  States  and  other  countries 
and  can  impede  or  reinforce  the  process  of  adjusting  surpluses  and 
deficits  which  is  a  key  aspect  of  the  international  monetary  and 
trading  system.  Accordingly,  the  United  States  places  a  heavy  empha- 
sis on  a  thorough  reexamination  of  the  equity  and  economic  justifica- 
tion for  many  of  these  practices. 

The  Smithsonian  agreement  of  December  18,  1971,  stipulated  that 
trade  arrangements  were  "a  relevant  factor  in  assuring  a  new  and 
lasting  equilibrium."  Bilateral  trade  negotiations  between  the  United 
States  and  the  European  Community  and  Japan  entered  an  intensive 
phase  following  this  agreement.  As  a  result,  in  February  1972,  the 
European  Community  and  Japan  agreed  to  lower  or  eliminate  cer- 
tain barriers  to  TT.S.  exports,  and  joined  the  United  States  in  a  decla- 
ration to  initiate  and  actively  support  multilateral  and  comprehensive 
trade  negotiations  beginning  in  1973.  This  commitment  was  later 
supported  in  the  GATT  Council  by  all  other  industrialized  nations. 

The  GATT,  OECD,  and  UNCTAD  were  also  the  scenes  of  intensive 
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work  during  the  fiscal  year.  Of  particular  interest  was  the  creation 
of  a  group  of  high-level  experts  in  the  OECD  to  consider  how  best  to 
deal  with  world  trade  problems. 

In  addition  to  efforts  in  international  forums,  special  attention  was 
given  to  domestic  industries  suffering  from  serious  injury  due  to  accel- 
erating import  competition.  Voluntary  restraint  agreements  were 
negotiated  with  Japan,  the  Republic  of  China,  Korea,  and  Hong  Kong 
limiting  their  exports  to  the  United  States  of  manmade  and  woolen 
textiles;  and  with  European  and  Japanese  steel  producers  limiting 
exports  of  steel  mill  products  through  1974. 

While  cushioning  the  impact  of  import  competition,  the  United 
States  also  undertook  measures  to  support  the  expansion  of  exports. 
The  Revenue  Act  of  1971,  through  authorization  of  DISC'S  for  limi- 
ted tax  deferral  of  income  from  export  sales,  removed  one  drag  on 
the  position  of  our  exporters  vis-a-vis  many  of  their  competitors 
abroad.  In  addition,  the  programs  of  the  Export- Import  Bank  were 
implemented  with  vigor.  Progress  toward  expanding  trade  with  Com- 
munist countries  was  made  at  the  Moscow  summit  in  May  1972  and 
also  by  the  liberalization  of  domestic  regulations  governing  trade 
with  the  People's  Republic  of  China. 

Finally,  the  publication  of  the  "Report  of  the  President's  Commis- 
sion on  International  Trade  and  Investment  Policy"  and  the  work 
program  of  the  recently  established  Council  on  International  Eco- 
nomic Policy  (CIEP)  represented  important  progress  in  the  formula- 
tion and  management  of  future  U.S.  foreign  economic  policy. 

Conclusion 

Fiscal  year  1972  has  been  an  unusually  eventful  one.  The  new  eco- 
nomic policies  initiated  early  in  the  year  have  led  to  strong  domestic 
growth  and  achieved  further  substantial  progress  in  reducing  the  rate 
of  inflation.  Federal  spending  must  continue  to  be  held  within  the 
revenues  that  can  be  generated  by  a  fully  employed  economy.  In  the 
area  of  international  economics  and  finance,  this  is  a  time  of  great 
change.  This  country  stands  ready  to  work  cooperatively  with  others 
in  the  reshaping  of  international  monetary  and  trading  arrangements. 

George  P.  Shultz, 
Secretary  of  the  Treasury. 
To  THE  President  of  the  Senate. 
To  THE  Speaker  or  the  House  or  Representatives. 
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Financial  Operations 

Summary 

On  the  unified  budget  basis  the  deficit  for  fiscal  1972  was  $23.2 
billion.  Net  receipts  for  fiscal  1972  amounted  to  $208.6  billion  ($20.3 
billion  over  1971)  and  outlays  totaled  $231.9  billion  ($20.5  billion 
over  1971). 

Borrowing  from  the  public  amounted  to  $19.4  billion.  Increases  in 
deposit  fund  and  other  liabilities  of  $5.3  billion,  decreases  in  cash  and 
monetary  assets  of  $2.5  billion,  increases  in  seigniorage  of  $0.6  billion, 
increment  on  gold  of  $0.9  billion,  and  decreases  in  all  other  financing 
of  $0.5  billion  provided  the  rest  of  the  financing  for  the  $23.2  billion 
deficit.  As  of  June  30,  1972,  Federal  securities  outstanding  totaled 
$438  billion,  comprised  of  $427  billion  in  public  debt  securities  and  $11 
billion  in  agency  securities.  Of  the  $438  billion,  $324  billion  repre- 
sented borrowing  from  the  public.  The  Government's  fiscal  operations 
in  fiscal  years  1971-72  are  summarized  as  follows : 

[In  billions  of  dollars] 

1971         1972 


Budget  receipts  and  outlays : 

Receipts 188.  4         208.  6 

Outlays 211.4         231.9 

Budget  surplus,  or  deficit  (—) —23.0       —23.2 

Means  of  financing: 

Borrowing  from  the  public — increase,  or  decrease  (  — ) 19.  4  19.  4 

Reduction  of  cash  and  monetary  assets — increase  (  — ),  or 

decrease (*)  —2.5 

Other  means 3.  6  6.3 

Total  budget  financing 23.0  23.2 

*Less  than  $50  million. 

Note:     The  expenditure  and  loan  account  distinction  for  budgetary  results 
was  discontinued  with  final  figures  for  June  30,  1972. 
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THE  BUDGET 


$Bil. 


2319 


1962       1963       1964       1965       1966       1967       1968       1969       1970        1971        1972 
Fiscal  Years 


Receipts 

Total  receipts  rose  sharply  in  fiscal  1972,  reaching  $208.6  billion, 
an  increase  over  fiscal  1971  of  $20.3  billion  or  over  10  percent.  The 
rise  was  in  part  occasioned  by  rising  incomes  but  also  was  bolstered 
by  a  substantial  bunching  of  receipts  in  1972  caused  by  a  new  with- 
holding system  for  individuals.  The  increase  was  dampened  by  declines 
in  excise  taxes  and  miscellaneous  receipts. 

A  comparison  of  net  budget  receipts  by  major  sources  for  fiscal  years 
1971  and  1972  is  shown  below. 

[In  millions  of  dollars] 


1971 


1972 


Increase  or 
decrease  (— ) 


Individual  income  taxes 86, 230 

Corporation  income  taxes 26, 786 

Employment  taxes  and  contributions .-. 41,699 

Unemployment  insurance 3, 674 

Contributions  for  other  insurance  and  retirement 3, 205 

Excise  taxes 16,614 

Estate  and  gift  taxes 3, 735 

Customs  duties 2, 691 

Miscellaneous  receipts 3,868 

Total  budget  receipts 188,392 


94,737 

8,607 

32, 166 

5,381 

46, 120 

4,421 

4,357 

683 

3,437 

232 

16,477 

-1,137 

5,436 

1,701 

3,287 

696 

3,633 

-225 

208, 649 


20, 257 


Projected  estimates  of  receipts,  required  of  the  Secretary  of  the 
Treasury,  are  shown  and  explained  in  the  President's  budget. 

Individual  income  taxes. — Individual  income  taxes  amounted  to 
$94.7  billion  in  fiscal  1972,  $8.5  billion  above  the  1971  figure.  The  in- 
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crease  is  attributable  to  rising  incomes  but  is  also  due  in  substantial 
measure  to  failure  of  individual  taxpayers  to  adjust  to  the  new  with- 
holding system  early  in  calendar  year  1972.  As  a  result,  overwith- 
holding  against  wages  and  salaries  in  the  first  six  months  of  calendar 
year  1972  has  swollen  fiscal  year  1972  receipts.  Payments  in  excess  of 
liabilities  will  not  be  refunded  until  after  tax  returns  are  filed  in  1973. 

Corporation  income  taxes. — Corporation  income  taxes  increased  sub- 
stantially in  fiscal  1972,  totaling  $32.2  billion  or  $5.4  billion  above  the 
figure  for  1971.  The  rise  reflected  a  sharp  rise  in  profits  from  the  low 
level  of  1970,  offset  in  part  by  the  1971  legislation  permitting  a  new 
investment  credit.  In  addition,  corporation  income  taxes  were  also  af- 
fected by  a  bunching  of  receipts  in  fiscal  1972. 

Employment  taxes. — Employment  taxes  totaled  $46.1  billion  in  fiscal 
1972,  $4.4  billion  above  such  receipts  in  1971.  The  rise  reflected  ex- 
panding payrolls  and  number  of  people  employed,  as  well  as  the  effect 
of  an  increase  in  the  social  security  wage  base  effective  January  1, 
1972. 

Unemployment  insurance. — Receipts  from  unemployment  insurance 
amounted  to  $4.4  billion  in  fiscal  1972,  $0.7  billion  above  the  1971 
figure. 

Contributions  for  other  insurance  and  retirement. — Such  contribu- 
tions and  premiums  amounted  to  $3.4  billion  in  fiscal  1972,  $0.2  billion 
above  receipts  in  fiscal  1971.  These  receipts  are  mainly  composed  of 
medical  insurance  premiums  for  the  aged,  and  Federal  employees  re- 
tirement deductions.  Receipts  from  each  increased  in  fiscal  1972. 

Excise  taxes. — Excise  tax  receipts  are  detailed  in  the  following 
table. 

[In  millions  of  dollars] 

1971  1972  Increase  or 

decrease  (— ) 

Alcohol  taxes -- 

Tobacco  taxes - 

Documents -. 

Manufacturers  excise  taxes 

Retailers  excise  taxes  (repealed) 

Miscellaneous  excise  taxes 

Unclassified  collections. 

Gross  excise  taxes 

Less  refund  of  receipts. 

Net  excise  taxes .--         16,614  16,477  -1,137 

"■  Revised. 

•Less  than  $500,000. 

Excise  taxes  dropped  from  $16.6  billion  in  fiscal  1971  to  $15.5  bil- 
lion in  fiscal  1972.  The  decrease  in  fiscal  1972  is  wholly  due  to  the  ter- 
mination in  1971  of  the  automobile  and  truck  excises  within  the  manu- 


4,800 

6,110 

2,207  .. 

310 

2,207 

(•) 

(•) 
6,729 

327 
2,695 

779 

(*) 

'6,684 

-966 

'282 

45 

'2,488 

207 

410 

369 

16,872 

16,847 
1,370 

-26 

258 

1,112 
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facturers  excise  taxes  category.  Other  excises  showed  significant  rises, 
notably  the  alcohol,  tobacco,  and  miscellaneous  categories. 

Estate  and  gift  taxes. — Estate  and  gift  tax  receipts  amounted  to 
$5.4  billion  in  fiscal  1972,  an  increase  of  $1.7  billion.  The  bulk  of  this 
increase  is  due  to  an  administrative  speedup  of  collections. 

Customs. — Customs  duties  reached  $3.3  billion  in  fiscal  1972,  an 
advance  of  $0.7  billion.  The  normal  increase  in  these  taxes  was 
substantially  enlarged  by  an  import  surcharge  which  has  been 
discontinued. 

Miscellaneous  receipts. — Miscellaneous  receipts  amounted  to  $3.6 
billion  in  fiscal  1972,  falling  $0.2  billion  from  the  1971  level.  The  de- 
crease was  due  to  lower  deposits  of  earnings  by  Federal  Reserve  banks. 

Outlays 

Total  outlays  in  fiscal  1972  were  $231.9  billion  (compared  with 
$211.4  billion  for  1971).  Outlays  for  fiscal  1972,  by  major  agency,  are 
compared  to  those  of  1971  in  the  following  table.  For  details  see  the 
Statistical  Appendix. 

(In  millions  of  dollars] 

1971  1972  Increase  or 

decrease  (— ) 

Funds  appropriated  to  the  President -.. 4,640 

Agriculture  Department 8, 560 

Defense  Department 75, 922 

Health,  Education,  and  Welfare  Department 61,866 

Housing  and  Urban  Development  Department.. 2,890 

Labor  Department 7,923 

Transportation  Department 7, 248 

Treasury  Department 20,990 

Atomic  Energy  Commission 2,275 

National  Aeronautics  and  Space  Administration 3,381 

Veterans  Administration 9,756 

other 13,451 

Undistributed  intrabudgetary  transactions —7,376         —7,858                 —481 

Totaloutlays 211,425         231,876  20,451 


Cash  and  monetary  assets 

On  June  30,  1972,  cash  and  monetary  assets  amounted  to  $17,546 
million,  an  increase  of  $2,470  million  over  fiscal  1971.  The  balance  con- 
sisted of  $11,310  million  in  the  general  account  of  the  Treasurer  of  the 
United  States  ($1,193  million  more  than  June  30,  1971)  ;  $5,721  mil- 
lion with  other  Government  officers  ($2,059  million  more  than  1971)  ; 
and  $516  million  with  the  International  Monetary  Fund  ($988  mil- 
lion less  than  1971).  For  a  discussion  of  the  assets  and  liabilities  in 
the  Treasurer's  general  account  see  page  115.  The  transactions  af- 
fecting the  account  in  fiscal  1972  follow: 


4,269 

-271 

10,  943 

2,383 

76, 679 

757 

71,779 

9,913 

3,642 

752 

10,033 

2,111 

7,531 

284 

22, 124 

1,134 

2,392 

117 

3,422 

41 

10,  710 

965 

16, 208 

2, 757 
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Transactions  affecting  the  account  of  the  Treasurer  of  the  United  States,  fiscal  1972 

(In  millions  of  dollars] 

Balance  June  30,  1971 10,  117 

Less:  In  transit  at  June  30,  1971 206 

Excess  of  deposits,  or  withdrawals  (— ),  budget,  trust,  and 
other  accounts: 

Deposits 228,  285 

Withdrawals  (-) 244,880     -16,594 


Excess  of  deposits,  or  withdrawals  (— ),  public  debt  accounts: 

Increase  in  gross  public  debt 29,  131 

Deduct: 

Excess   of    Government   agencies'   invest- 
ments in  public  debt  issues 8,  986 

Accruals  on  savings  and  retirement  plan 
securities  and  Treasury  bills  (included 
in  increase  in  gross  public  debt  above)..     6,  661 
Less  certain    public    debt  redemptions   (in- 
cluded  above   in   withdrawals,    budget, 

trust,  and  other  accounts) 5,  463 

Net  deductions 10,184         18,947 


Excess  of  sales  of  Government  agencies*  securities  in  the  market 4,  679 

Net  transactions  in  clearing  accounts   (documents  not  received  or 

classified  by  the  Office  of  the  Treasurer) —5,  632 

Net  transactions  in  transit 476 

Balance  June  30,  1972 11,785 

Corporations  and  other  business-type  activities  of  the  Federal  Government 

The  business-type  programs  which  Government  corporations  and 
agencies  administer  are  financed  by  various  means:  Appropriations 
(made  available  directly  or  in  exchange  for  capital  stock),  borrow- 
ings from  either  the  U.S.  Treasury  or  the  public,  or  by  revenues  de- 
rived from  their  own  operations. 

Corporations  or  agencies  having  legislative  authority  to  borrow 
from  the  Treasury  issue  their  formal  securities  to  the  Secretary  of  the 
Treasury.  Amounts  so  borrowed  are  reported  in  the  periodic  finan- 
cial statements  of  the  Government  corporations  and  agencies  as  part 
of  the  Government's  net  investment  in  the  enterprise.  In  fiscal  1972, 
borrowings  from  the  Treasury,  exclusive  of  refinancing  transactions, 
totaled  $11,673  million,  repayments  were  $9,678  million  and  outstand- 
ing loans  on  June  30, 1972,  totaled  $33,939  million. 

Those  agencies  having  legislative  authority  to  borrow  from  the  pub- 
lic must  either  consult  with  the  Secretary  of  the  Treasury  regarding 
the  proposed  offering,  or  have  the  terms  of  the  securities  to  be  offered 
approved  by  the  Secretary. 

During  fiscal  1972,  Congress  granted  new  authority  to  borrow  from 
the  Treasury  in  the  total  amount  of  $1,141  million,  and  reduced  exist- 
ing authority  by  $233  million,  a  net  increase  of  $908  million.  The 
status  of  borrowing  authority  and  the  amount  of  corporation  and 


8      19  72  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

agency  securities  outstanding  as  of  June  30,  1972,  are  shown  in  the 
Statistical  Appendix. 

Unless  otherwise  specifically  fixed  by  law,  the  Treasury  determines 
interest  rates  on  its  loans  to  agencies  by  considering  the  Government's 
cost  for  its  borrowings  in  the  current  market,  as  reflected  by  prevail- 
ing market  yields  on  Government  securities  which  have  maturities 
comparable  with  the  Treasury  loans  to  the  agencies.  A  description  of 
the  Federal  agencies'  securities  held  by  the  Treasury  on  June  30, 
1972,  is  shown  in  the  Statistical  Appendix. 

During  fiscal  1972,  the  Treasury  received  from  agencies  a  total  of 
$1,378  million  in  interest,  dividends,  and  similar  payments.  (See  the 
Statistical  Appendix.) 

Quarterly  statements  of  financial  condition,  income  and  expense, 
and  source  and  application  of  funds  are  submitted  to  the  Treasury  by 
Government  corporations  and  business-type  agencies.  Annual  state- 
ments of  commitments  and  contingencies  are  also  submitted.  These 
statements  serve  as  the  basis  for  the  combined  financial  statements 
compiled  by  the  Treasury  which,  together  with  the  individual  state- 
ments, are  published  periodically  in  the  Treasury  Bulletin.  Summary 
statements  of  the  financial  condition  of  Government  corporations  and 
other  business-type  activities,  as  of  June  30,  1972,  are  shown  in  the 
Statistical  Appendix. 

Government-wide  financial  management 

Accrual  Budget  Concepts. — Treasury  staff  continued  participation 
in  joint  efforts  with  the  Office  of  Management  and  Budget  and  the 
General  Accounting  Office  to  develop  reliable  financial  information  on 
the  accrual  basis  for  ultimate  use  in  stating  budget  results.  On  July 
12,  1971,  the  heads  of  the  central  financial  agencies  met  to  discuss  ac- 
tions needed  to  press  forward  with  accrual  accounting  development 
in  agencies  for  Government-wide  purposes  and  for  internal  manage- 
ment use.  The  meeting  followed  an  0MB  announcement  in  June  1971 
that  the  fiscal  1973  budget  would  remain  on  the  cash  basis. 

As  requested  at  the  July  meeting,  the  Staff  Steering  Committee  on 
Budget  Concepts  conducted  a  study  and  submitted  a  report  entitled 
"The  Future  of  Accrual  Accounting  Development  in  the  Government." 
The  report  is  in  three  parts  and  outlines  proposals  involving,  (1) 
managerial  accounting  and  the  accrual  system,  (2)  the  national  income 
and  product  accounts  and  (3)  accruals  in  the  budget  totals.  A  specific 
target  date  has  not  been  established  for  conversion  of  the  budget 
totals  to  the  accrual  basis.  However,  0MB  will  continue  to  emphasize 
the  use  of  accrual  and  cost  accounting  as  tools  of  agency  financial 
management. 

The  Department  of  Commerce  (Bureau  of  Economic  Analysis)  com- 
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pleted  its  study  of  corporate  tax  accruals  and  submitted  a  final  report 
to  Treasury  in  March  1972.  The  report  proposed  a  system  of  limited 
corporate  reporting  for  use  under  a  statistical  sampling  approach.  The 
system  would  provide  accrual  information  for  stating  budget  results 
and  improve  existing  NIA  data.  The  proposal  and  related  cost 
estimates  are  being  assessed. 

Legislative  Reorganization  Act  of  1970. — The  Legislative  Reorgani- 
zation Act  of  1970  (Public  LaAv  91-510)  deals  primarily  with  opera- 
tions of  the  legislative  branch  of  the  Federal  Government  but  also 
places  several  new  requirements  upon  the  executive  branch.  Title  II 
of  the  act  directs  the  Secretary  of  the  Treasury  and  the  Director  of 
the  Office  of  Management  and  Budget  in  cooperation  with  the  Comp- 
troller General,  to:  (1)  Develop  a  standardized  information  and  data 
processing  system  for  budgetary  and  fiscal  data;  (2)  develop  a  stand- 
ardized classification  structure  for  programs,  activities,  receipts  and 
expenditures  of  Federal  agencies;  and  (3)  determine  the  location, 
nature,  and  availability  to  Congress  of  budgetary,  fiscal  and  related 
data  in  the  various  Federal  agencies. 

The  first  annual  progress  report  to  the  Congress,  submitted  August 
30,  1971,  described  the  use  of  a  task  group  approach  for  separate 
projects.  Task  groups  were  formed  as  follows :  (1)  Organization  Struc- 
ture; (2)  Fund  Structure;  (3)  Program  Structure;  and  (4)  Analyt- 
ical Structure.  Task  group  reports  on  fund  structure  and  organization 
structure  were  transmitted  to  agency  representatives  on  April  18, 1972, 
for  comment.  The  program  structure  report  will  be  delivered  to  agency 
representatives  early  in  fiscal  1973.  The  remaining  task  group  as- 
signment is  a  longer  range  effort.  The  Joint  Committee  on  Govern- 
ment Operations  held  hearings  on  March  1  and  April  25  of  this  year 
on  the  standard  classifications  and  related  information  systems  called 
for  in  the  act.  The  hearings  were  supplemented  with  a  series  of  writ- 
ten questions  to  the  Office  of  Management  and  Budget,  the  Department 
of  the  Treasury,  and  the  General  Accounting  Office. 

Joint  Financial  Management  Imjyrovement  Program. — Continuing 
its  liaison  with  agency  financial  management  personnel,  the  steering 
committee  for  the  JFIMIP  met  with  agencies  and  bureaus  throughout 
the  year.  These  meetings  were  described  as  lending  "powerful  inter- 
nal moral  support  to  the  agencies  in  their  day-to-day  endeavor  to 
achieve  optimum  results  with  limited  resources."  The  second  State- 
Federal  Financial  Management  Conference,  sponsored  by  the  JFMIP, 
was  held  in  February  1972  and  centered  on  the  topic,  "Simplification 
and  Coordination  of  Federally  Assisted  Programs."  The  first  annual 
Maurice  H.  Stans  Awards  for  Distinguished  Federal  Financial  Man- 
agement were  presented  in  March  at  the  Annual  Financial  Manage- 
ment Conference  sponsored  by  the  JFMIP.  The  conference  is  held 
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to  emphasize  opportunities  for  improved  financial  management  in  the 
Federal  Government.  On  June  3,  members  of  the  Executive  Officers 
Group  met  with  the  Comptroller  General  and  central  agency 
representatives  to  discuss  how  the  JFMIP  can  more  effectively  assist 
agencies  in  strengthening  their  financial  management  systems  and  the 
organization  and  staffing  of  the  joint  program. 

During  the  year,  Treasury  spearheaded  the  JFMIP  proposal  to 
eliminate  all  statutory  requirements  for  bonding  Federal  civilian  em- 
ployees and  military  personnel  who  are  charged  with  accountability 
for  public  funds  or  public  property  and  permit  the  Government  to 
be  "self-insured"  against  fidelity  losses.  It  is  estimated  that  the  pro- 
posal, enacted  as  Public  Law  92-310,  will  produce  savings  of  over 
$100,000  a  year  for  the  Government  through  self-insurance. 

A  series  of  studies  led  by  0MB  and  GAO  to  improve  grant  adminis- 
tration were  concluded.  These  included  efforts  to  bring  about  simpli- 
fication and  greater  uniformity  in  the  administrative  and  financial 
requirements  imposed  on  grantees  and  the  development  of  audit  stand- 
ards. Implementing  0MB  instructions  aimed  at  selected  types  of 
grantees  are  being  issued. 

A  study  on  payroll  concluded  that  it  would  be  impractical  to  de- 
velop a  centralized  pay  system  to  handle  payrolling  for  all  Federal 
civilian  employees.  It  recommended,  however,  that  improvements  be 
made  in  standardization  of  forms,  data  elements  and  codes,  and  com- 
puter language  programs.  The  report  also  recommended  that  0MB 
exercise  leadership  in  establishing  central  guidance  to  provide  a  uni- 
form approach  to  payroll  systems  development. 

At  yearend,  projects  underway  included  (1)  proposed  legislation 
to  expand  the  use  of  statistical  sampling  in  the  audit  of  vouchers,  (2) 
compilation  of  a  glossary  of  financial  management  terminology,  (3) 
identification  of  ways  to  encourage  the  use  of  accrual  data  by  Federal 
managers,  (4)  development  of  a  questionnaire  on  auditing  practices 
and  problems,  (5)  a  proposal  for  single  annual  appropriation  accounts, 
and  (6)  a  proposal  for  a  Federal  financial  management  intern 
program. 

Emergency  Loan  Guarantee  Board 

On  August  9, 1971,  the  President  signed  the  Emergency  Loan  Guar- 
antee Act  (Public  Law  92-70)  which  created  a  three-man  Emergency 
Loan  Guarantee  Board  composed  of  the  Secretary  of  the  Treasury  as 
Chairman,  Chairman  of  the  Board  of  Governors  of  the  Federal  Re- 
serve System,  and  Chairman  of  the  Securities  and  Exchange  Commis- 
sion. The  Board  is  granted  broad  discretion  to  guarantee  private  loans 
to  major  business  enterprises  which  meet  the  criteria  specified  in  the 
act.  In  September  1971,  the  Guarantee  Board  approved  the  applica- 
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tion  of  Lockheed  Aircraft  Corporation  for  a  guaranteed  loan  in  the 
amount  of  up  to  $250  million,  the  limit  permitted  under  the  statute.^ 

The  term  of  the  guaranteed  loan  is  for  5  years  and  under  the  act  it 
may  be  renewed  for  an  additional  3  years.  The  Board's  authority  to 
enter  any  new  guarantee  agreement  terminates  in  December  1973,  but 
this  does  not  affect  the  carrying  out  of  agreements  entered  prior  to 
that  date. 

The  Guarantee  Board  determines  the  interest  rate  payable  to  the 
lending  banks  on  a  guaranteed  loan  and  prescribes  the  guarantee  fee 
payable  to  the  Government.  An  Emergency  Loan  Guarantee  Fund  is 
established  in  the  Treasury  in  which  guarantee  fees  are  deposited 
and  from  which  the  Board's  administrative  expenses  are  paid. 

In  August  1971,  the  Board  designated  Samuel  E.  Pierce,  Jr.,  Gen- 
eral Counsel  of  the  Treasury,  to  serve  as  its  Executive  Director  and 
General  Counsel,  and  Timothy  G.  Greene,  Special  Assistant  to  the 
General  Counsel  of  the  Treasury,  to  serve  as  its  Secretary. 

Domestic  Economic  Policy 

The  Secretary  of  the  Treasury  is  the  chief  Government  adviser  to 
the  President  on  fiscal  and  financial  affairs  and  thus  plays  a  key  role 
in  the  formulation  and  execution  of  domestic  economic  policy.  In  dis- 
charging these  responsibilities,  the  Secretary  obtains  primary  assist- 
ance from  the  Assistant  Secretary  for  Economic  Policy. 

The  Assistant  Secretary  for  Economic  Policy  informs  the  Secretary 
and  other  top  policy  officials  of  current  and  prospective  economic 
developments  and  assists  in  determination  of  appropriate  economic 
policies.  In  addition  to  his  own  immediate  staff,  the  Assistant  Secre- 
tary calls  on  the  services  of  several  Treasury  offices  including  the 
Office  of  Financial  Analysis  and  the  Office  of  Domestic  Gold  and 
Silver  Operations,  which  are  under  his  direct  supervision,  as  well  as 
the  Offices  of  Debt  Analysis  and  Tax  Analysis. 

The  Assistant  Secretary  for  Economic  Policy  participates  with  the 
Secretary  in  the  "Troika"  which  develops  the  official  economic  projec- 
tions and  advises  the  President  on  alternative  courses  of  action.  Other 
Troika  members  are  the  Council  of  Economic  Advisers  and  the  Office 
of  Management  and  Budget.  Within  Treasury,  the  staff  support  for 
Troika  activities  in  the  general  economic  area  is  provided  by  the  Office 
of  Financial  Analysis  and  in  the  tax  area  by  the  Office  of  Tax  Analysis. 

The  economic  projection  for  calendar  1972  developed  within  the 
Troika  and  described  in  the  January  1972  Economic  Report  of  the 
President  calls  for  a  rise  in  gross  national  product  of  about  $100 
billion  over  the  1971  level.  This  would  amount  to  an  increase  of  9i/2 


1  See  exhibit  22. 
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percent,  of  which  around  6  percent  would  represent  growth  in  the 
physical  volume  of  activity  and  about  314  percent  would  represent 
inflation.  By  the  end  of  fiscal  1972,  the  prospects  seemed  excellent  that 
the  official  projection  would  be  reached  or  exceeded. 

Treasury  officials  participated  closely  in  the  formulation  and  execu- 
tion of  the  new  economic  and  financial  policies  announced  on  Au- 
gust 15,  1971.^  The  Treasury  took  primary  responsibility  for  the  fiscal 
and  international  financial  aspects  of  the  new  economic  program.  In 
addition,  the  Secretary  of  the  Treasury  served  as  Chairman  of  the 
Cost  of  Living  Council,  which  has  primary  responsibility  within  the 
administration  for  wage-price  policy  under  the  economic  stabilization 
program. 

The  Assistant  Secretary  for  Economic  Policy  participated  in  the 
determination  of  Cost  of  Living  Council  policies  through  its  Senior 
Review  Group  and  other  committees  formed  to  consider  stabilization 
program  issues.  Also,  the  Internal  Revenue  Service  was  a  primary 
operational  unit  of  the  Cost  of  Living  Council  in  carrying  out  informa- 
tional and  enforcement  activities  through  its  field  offices.  The  interim 
goal  of  the  program  is  to  reduce  inflation  to  a  rate  below  3  percent  by 
the  end  of  1972,  and  as  of  the  end  of  the  fiscal  year  the  prospects  are 
good  that  this  objective  will  be  met. 

The  Assistant  Secretary  for  Economic  Policy,  or  his  delegate,  regu- 
larly represents  the  Treasury  on  a  variety  of  interagency  groups  and 
occasionally  at  meetings  of  the  Organization  for  Economic  Coopera- 
tion and  Development  in  Paris,  supervises  the  analysis  within  Treasury 
of  economic  and  financial  trends,  and  participates  in  the  decision- 
making process  on  Treasury  debt  management  operations. 

There  are  two  offices  under  the  direct  supervision  of  the  Assistant 
Secretary  for  Economic  Policy.  The  Office  of  Financial  Analysis  is 
responsible  for  the  review  and  analysis  of  current  and  prospective 
developments  in  the  economy  and  financial  markets  and  undertakes  a 
range  of  special  projects.  The  Office  of  Domestic  Gold  and  Silver 
Operations  participates  in  the  formulation,  execution,  and  coordina- 
tion of  policies  and  programs  relating  to  gold  and  silver  in  both  their 
monetary  and  commercial  aspects.  (A  review  of  the  activities  of  the 
Office  of  Domestic  Gold  and  Silver  Operations  during  the  fiscal  year 
appears  in  the  section  on  Administrative  Reports  at  pp.  101-2.) 

Federal  Debt  Management 

Fiscal  year  1972  was  largely  dominated  by  the  events  set  in  motion  by 
the  announcement  by  President  Nixon  on  August  15,  1971,  of  a  far- 


*  See  exhibit  14  et  seq. 
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reaching  new  program  of  U.S.  domestic  and  international  economic 
policies.  In  addition  to  the  suspension  of  the  international  gold  con- 
vertibility of  the  dollar  and  a  major  program  of  tax  changes  aimed 
at  stimulating  economic  activity,  the  President's  program  included  the 
temporary  imposition  of  a  domestic  wage-price  freeze,  followed  by  a 
broad  incomes  policy  later  in  the  fall,  both  designed  to  short-circuit 
the  pervasive  inflationary  pressures  and  expectations  which  were  ad- 
versely affecting  the  domestic  and  international  position  of  the  U.S. 
economy. 

In  the  early  weeks  of  the  fiscal  year,  prior  to  the  President's  an- 
nouncements, U.S.  security  markets  weakened  as  pessimistic  factors 
outweighed  encouraging  developments.  While  there  had  clearly  been 
progress  toward  economic  recovery,  excessively  high  unemployment 
persisted  and  price  increases  continued.  In  addition,  there  were  rapidly 
increasing  international  pressures  on  the  dollar  and  on  the  U.S.  reserve 
position.  As  a  consequence,  interest  rates  on  Treasury  obligations,  and 
on  other  securities  as  well,  pushed  higher  after  having  declined  briefly 
in  mid-June. 

Financial  markets  responded  enthusiastically  to  the  President's  new 
programs,  and  interest  rates  declined  significantly  in  all  maturities, 
but  especially  on  short-term  securities.  As  the  third  quarter  of  calendar 
1971  came  to  a  close,  however,  confidence  wavered  in  the  securities 
markets,  but  after  a  temporary  break  in  the  downward  trend  of  rates 
yields  resumed  their  move  to  lower  levels  with  only  brief  interruptions 
throughout  the  fall  and  winter  months. 

The  1973  budget,  released  on  January  24,  1972,  projected  a  $39 
billion  deficit  for  fiscal  1972.  This  forecast  had  only  a  passing  effect 
on  security  markets,  however,  and  as  events  unfolded  it  became  clear 
that  the  budgetary  deficit  for  the  fiscal  year  would  not  be  as  large  as 
originally  expected.  Expenditures  were  running  less  than  projected, 
but  perhaps  of  more  importance  tax  receipts  were  considerably  above 
expectations  in  part  because  individuals  apparently  did  not  adjust  their 
withholding  to  the  new  tax  law. 

Despite  these  favorable  developments,  rates  once  again  began  to 
creep  higher  in  the  late  spring.  Concern  was  expressed  that  the  fiscal 
1973  budget  might  overstimulate  the  economy,  and  the  fear  of  renewed 
inflation  was  further  fueled  by  a  rapid  growth  in  the  money  supply. 
At  the  end  of  June,  however,  interest  rate  levels  were  still  significantly 
below  year-earlier  levels. 

The  Federal  budget  deficit  for  fiscal  1972  turned  out  to  be  $23.2  bil- 
lion, $0.2  billion  higher  than  the  deficit  in  the  previous  year,  but  con- 
siderably below  the  $39  billion  deficit  projected  midway  through 
the  year.  In  addition  to  financing  this  relatively  sizable  deficit,  the 
task  of  debt  management  during  the  year  included  the  need  to  re- 
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finance  $74.8  billion  of  the  publicly  held  marketable  Federal  debt 
which  matured  over  the  course  of  the  fiscal  year.  Of  this  debt,  out- 
standing at  the  beginning  of  the  fiscal  year,  $57.8  billion  represented 
regular  weekly  and  monthly  Treasury  bills,  while  the  remaining 
$17  billion  was  in  the  form  of  Treasury  notes  and  bonds  which  for 
the  most  part  would  mature  on  the  regular  quarterly  refunding  dates. 

Treasury  debt  management  activities  in  the  area  of  marketable 
securities  continued  the  innovative  program  begim  in  fiscal  1970  with 
the  auction  of  coupon  issues.  The  use  of  the  competitive  auctions 
was  extended  to  longer  maturities,  including  a  nearly-10-year  matu- 
rity. Also  in  fiscal  1972,  and  for  the  first  time  since  1965,  the  Treasury 
included  an  offering  of  long-term  bonds  in  each  of  its  quarterly  re- 
funding operations.  As  reported  in  the  Annual  Report  for  1971,  the 
authority  for  the  Treasury  to  issue  up  to  $10  billion  of  such  bonds  with- 
out regard  to  the  4i/4-percent  interest  rate  limitation  specified  in  the 
Second  Liberty  Bond  Act  had  been  granted  in  March  1971.  Over  the 
course  of  the  year,  a  total  of  $4.7  billion  of  such  securities  were  issued, 
$3.1  billion  of  which  were  purchased  by  private  investors. 

The  volume  of  nonmarketable  special  issues  sold  to  foreigners  rose 
sharply  during  the  year,  reflecting  both  speculative  pressures  on  the 
dollar  prior  to  the  President's  announcement  in  mid-August,  and  the 
investment  in  special  issues  of  subsequent  dollar  accumulations  by  for- 
eign monetary  authorities  over  the  remainder  of  the  year.  The  volume 
of  these  special  issues  outstanding  rose  by  $7.7  billion  over  the  year 
to  a  total  of  $20.5  billion  at  the  end  of  June.  In  addition,  savings  bonds 
sales  continued  to  grow  for  the  second  year  in  a  row. 


MARKET  YIELDS  AT  CONSTANT  MATURITIES  1967-72 


;  Year 


June  1972 


1  Monthly  averages  of  daily  market  yields  of  public  debt  securities.  Bank  discount  rates 
of  Treasury  bills. 
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Despite  the  increased  volume  of  long-term  securities  issued  over  the 
course  of  the  year  and  the  very  substantial  volume  of  nonmarketable 
securities  taken  by  foreign  monetary  authorities,  the  Treasury  still 
found  it  necessary  to  rely  heavily  on  the  short-term  market  for  its 
financing  needs.  Thus,  some  $8  billion  of  cash  was  raised  through  addi- 
tions to  regular  bill  ojfferings  over  the  course  of  the  year;  and  tax  an- 
ticipation bill  offerings,  dated  to  mature  just  after  each  of  the  regular 
corporate  and  individual  tax  dates,  totaled  $8.8  billion. 

CHANGES  IN  FEDERAL  SECURITIES 

In  addition  to  the  marketable  and  nonmarketable  obligations  of 
the  Treasury,  which  form  what  is  termed  the  "public  debt,"  Federal 
securities  also  include  securities  issued  by  the  Government  agencies, 
which  appear  as  part  of  the  unified  Federal  budget  and  in  which  there 

Federal  debt  and  Government-sponsored  agency  debt 
[In  billions  of  dollars] 


Class  of  debt 


June  30,    June  30,    June  30,    Increase,  or 
1970  1971  1972       decrease  (-) 


(•) 
(•) 


Public  debt  securities: 

Marketable  public  issues  by  maturity  class: 

Within  1  year 105.5  112.8         121.9                     9.2 

lto5years..- -- 89.6  89.1           89.0                   -.  1 

5  to  20  years.  - - 26.4  33.0           36.2                     3.2 

Over20years 11-0  10.7           10.1                   -.6 

Total  marketable  issues 232.6         245.  S         257.2 U^ 

Nonmarketable  public  issues: 

Series  E  and  H  savings  bonds - --  61.3  53.0           55.9 

U.S.  savings  notes  ' --  -7  .6             .6 

Investment  series  bonds - 2.4  2.3            2.3              •      n^ 

Foreign  series  securities 3.4  7.6           16.9                     9.3 

Foreign  currency  securities 1-4  1.7             2.1                       .4 

Treasury  certificates,  Eurodollar  series' 2.0 —2.0 

other  nonmarketable  debt 

Total  nonmarketable  public  issues. 

Special  issues  to  Government  accounts  (nonmarketable) 
Non-interest-bearing  debt 

Total  gross  public  debt 

Federal  agency  securities: 

Government  National  Mortgage  Association 7.3  6.0 

Export-Import  Bank 1.9  2.6 

Tennessee  Valley  Authority 1-0  1.4 

Defense  family  housing 1-8  1.7 

other --  .6              .5 

Total  Federal  agency  debt 12.5          12. 2          10. 9 -l.Z 

Total  Federal  debt 383.  4         410.  3         438.  2 2^9 

Government-sponsored  agency  securities: 

Federal  home  loan  banks 9-9  7.7             7.8 

Federal  National  Mortgage  Association 13.2  15.0           18.6 

Federal  land  banks.. 6.2  6.8            7.6 

Federal  intermediate  credit  banks 4.9  6.7            6.1 

Banks  for  cooperatives 1-6  1.8            1.8 

Government-sponsored  debt 35.7  36.9          41.9 


.9 

.8 

.8 

(•) 

60.1 

68.0 

78.6 

10.6 

76.3 
1.9 

82.8 
1.8 

89.6 
1.9 

6.8 
.1 

370. 9 

398.1 

427.3 

29.1 

4.9 

-1.1 

1.8 

-.8 

1.9 

.6 

1.6 

-.1 

.8 

.3 

(♦) 


.2 
3.6 

.7 
.6 


'  U.S.  savings  notes  first  offered  in  May  1967;  sales  discontinued  after  June  30, 1970. 
2  Treasury  certificates.  Eurodollar  series,  first  ofiered  to  foreign  branches  of  Agierican  commercial  banks 
in  April  1971. 
•Less  than  $50  million. 
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is  an  element  of  Federal  ownership.  These  principally  are :  The  partic- 
ipation certificates  of  the  Government  National  IMortjjage  Associa- 
tion, the  debt  issues  of  the  Export-Import  Bank  and  the  Tennessee 
Valley  Authority,  Postal  Service  bonds,  Defense  family  housing  mort- 
gages, and  the  A'arious  guaranteed  issues  of  the  Federal  Housing 
Administration.  At  the  end  of  fiscal  1972,  outstanding  public  debt 
securities  totaled  $427,3  billion,  an  increase  of  $29.1  billion  from  end  of 
fiscal  1971.  Federal  agency  securities  showed  a  decline  of  $1.3  billion 
over  the  year  to  $10.9  billion  outstanding  at  the  fiscal  yearend.  Thus, 
all  Federal  securities  outstanding  totaled  $438.2  billion  at  the  end 
of  the  fiscal  year. 

The  marketable  public  debt  rose  by  $11.7  billion  in  fiscal  1972  to  a 
total  of  $257.2  billion  on  June  30 ;  $8  billion  of  this  new  cash  borrow- 
ing represented  additions  to  the  volume  of  outstanding  Treasury  bills. 
Of  the  remaining  increase  in  marketable  issues,  nearly  $2.1  billion 
took  the  form  of  Treasury  notes  and  bonds  maturing  in  over  5  years. 
Despite  the  sale  of  these  issues  and  the  refunding  of  another  $11.5  bil- 
lion of  maturing  securities  into  over-5-year  maturities,  the  average 
maturity  of  the  interest-bearing  marketable  public  debt  declined  by 
3  months  over  the  course  of  the  fiscal  year  and  on  June  30  stood  at  3 
years  3  months. 

As  noted  already,  $7.7  billion  of  the  increase  in  public  debt  securi- 
ties in  fiscal  1972  represented  sales  of  nonmarketable  special  securities 
to  foreign  authorities.  The  increase  in  U.S.  savings  bonds  over  the 
year  totalled  $2.9  billion,  more  than  accounting  for  the  remainder  of 
the  $10.5  billion  rise  in  total  nonmarketable  public  debt  issues  over 
the  fiscal  year. 


PRIVATE  HOLDINGS  OF  MARKETABLE  FEDERAL  SECURITIES 
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Ownership 

Of  the  total  Federal  debt  issues  outstanding  at  the  end  of  fiscal  1972, 
$185.0  billion  or  42.2  percent  of  the  total  was  held  by  Federal  Keserve 
banks  and  Government  accounts ;  private  holdings  were  $253.2  billion. 
Federally  sponsored  agency  securities  held  by  private  investors  to- 
talled $40.9  billion  while  $1.0  billion  was  held  by  the  Federal  Eeserve 
and  Government  accounts. 

Borrowing  from  the  public,  including  the  Federal  Reserve  System 
and  foreign  investors,  in  fiscal  1972  was  $19.4  billion,  about  the  same 
as  in  fiscal  1971 ;  $5.9  billion  of  these  obligations  were  acquired  by  the 
Federal  Reserve  System  while  net  acquisition  of  Federal  securities  by 
private  investors,  including  foreigners,  amounted  to  $13.5  billion.  For- 
eign investors  taken  alone  increased  their  holdings  by  $17.4  billion 
during  the  year,  thereby  accounting  for  more  than  the  total  increase 
in  the  privately  held  Federal  debt ;  and  private  domestic  holdings  de- 
clined by  $3.8  billion. 

Private  holdings  of  Government-sponsored  agency  securities  in- 
creased $4.0  billion  in  fiscal  1972;  $0.6  billion  of  this  amount  repre- 
sented net  foreign  investor  purchases. 

Individuals. — Individuals  continued  to  reduce  their  holdings  of 
marketable  Federal  securities  as  relatively  high  contractual  rates  at- 
tracted funds  from  market  instruments  into  savings  institutions;  and 
on  June  30,  individual  holdings  of  marketable  issues  were  $18.0  bil- 
lion a  decline  of  $5.0  billion  over  the  year.  Outstanding  Series  E  and 
H  savings  bonds  increased  $2.9  billion  to  $55.9  billion,  while  matured 
savings  bonds  and  holdings  of  savings  notes  dropped  nearly  $0.1  bil- 
lion to  a  level  of  $0.6  billion.  Thus,  with  allowance  for  other  minor 
changes,  at  the  end  of  the  fiscal  year  individuals  held  $74.0  billion 
of  public  debt  securities,  representing  a  decrease  of  $2.1  billion  during 
the  year.  Individuals  also  reduced  their  holdings  of  Federal  agency 
securities  by  $0.3  billion  to  a  level  of  $1.0  billion. 

iTisurance  companies. — Insurance  companies  reduced  their  overall 
holdings  of  public  debt  securities  by  $0.4  billion  to  $6.2  billion  and 
their  holdings  of  Federal  agency  issues  to  a  little  less  than  $0.5  billion. 
At  fiscal  yearend,  their  holdings  of  Government-sponsored  agency 
issues  showed  little  change  and  amounted  to  slightly  less  than  $0.6 
billion. 

Savings  institutions. — At  the  end  of  fiscal  1972,  mutual  savings 
banks  held  $2.7  billion  of  public  debt  securities,  a  decrease  of  almost 
$0.2  billion  from  the  previous  year.  Their  holdings  of  Federal  agency 
securities  remained  at  $0.5  billion  at  the  end  of  the  year.  However, 
savings  banks  acquired  almost  $0.7  billion  of  securities  issued  by  Fed- 
erally sponsored  agencies,  thereby  raising  their  holdings  of  those  se- 
curities to  $2.4  billion. 
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Ownership  of  public  debt  securities  on  selected  dates  1962-72 
[Dollar  amounts  in  billions] 


Change 
June  30,    June  30,    June  30,    June  30,     during 
1962  1970  1971  1972  fiscal 

1972 


65.4 

2.9 

.6 

-.  1 

18.0 

-6.0 

74.0 

-2.1 

6.2 

-.4 

2.7 

-.2 

5.7 

-.7 

25.9 

.4 

fO.O 

17.3 

10.3 

.  2 

Estimated  ownership  by: 

Private  nonbank  investors: 
Individuals:' 

Series  E  and  H  savings  bonds 44.6  50.8  52.6 

U.S.  savings  notes' .7  .6 

Other  securities 21.0  31.0         '23.0 

Total  individuals 66.7  82.6  -76.2 

Insurance  companies 11.3  6.8  6.6 

Mutual  savings  banks 6.2  2.9  2.9 

Savings  and  loan  associations 6.4  ''7.2  '6.4 

State  and  local  governments 20.1  '26.4  '25.6 

Foreign  and  international 14.1  14.8  32.7 

Corporations 18.2  '10.0  '10.1 

Miscellaneous  investors ' 

Total  private  nonbank  investors 

Commercial  banks 

Federal  Reserve  banks 

Government  accounts. 

Total  gross  debt  outstanding 

Percent  owned  by: 

Individuals 22  22  19 

Other  private  nonbank  investors 28  22  2< 

Commercial  banks 22  14  15 

Federal  Reserve  banks 10  16  16 

Government  accounts 18  26  26 

Total  gross  debt  outstanding 100  100  100 


8.2 

'14.9 

'8.4 

9.8 

1.4 

149.2 

166.5 

168.7 

184.6 

15.8 

66.1 

52.6 
67.7 
95.2 

61.0 
65.6 
102.9 

69.9 
71.4 
111.5 

-1.1 

29.7 

6.8 

54.3 

8.6 

298.2 

370.9 

398.1 

427.3 

29.1 

Percent 

17 
26 
14 
17 

26 

100 


'  Revised. 

'  Including  partnerships  and  personal  trust  accounts. 

'U.S.  savings  notes  first  offered  in  May  1967;  sales  discontinued  after  June  30,  1970. 
'  Includes  nonprofit  institutions,  corporate  pension  trust  funds,  nonbank  Government  security  dealers 
and  Federal  oriented  agencies  not  included  in  Government  accounts. 


Savings  and  loan  associations  reduced  their  holdings  of  public  debt 
securities  in  fiscal  1972  by  $0.7  billion  to  $5.7  billion,  and  their  invest- 
ments in  Federal  agency  securities  by  $0.1  billion,  to  a  level  of  $0.5 
billion.  Their  holdings  of  securities  issued  by  Government-sponsored 
agencies  increased,  however,  by  $0.7  billion  to  a  total  of  $5.6  billion. 

State  and  local  governments. — State  and  local  governments  added 
to  their  holdings  of  public  debt  issues  by  $0.4  billion,  bringing  the 
total  to  $25.9  billion.  Their  holdings  of  Government  agency  securities 
decreased  from  $3.4  billion  to  $3.1  billion,  and  they  also  reduced  their 
Government-sponsored  credit  agency  issues  by  $0.2  billion  to  $3.6 
billion. 

Foreign  and  international. — As  already  noted,  the  principal  net 
buyers  of  public  debt  issues  in  1972  were  foreign  official  accounts.  Total 
holdings  of  public  debt  securities  by  foreign  investors  increased  by 
$17.3  billion  to  a  level  of  $50.0  billion— $7.7  billion  of  these  increased 
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holdings  were  in  the  form  of  special  nonmarketable  issues.  The  bal- 
ance largely  represented  acquisitions  of  short-term  bills,  although 
there  was  increased,  but  still  quite  small,  interest  by  some  foreign  offi- 
cial buyers  in  longer  term  Treasury  issues  and  Federal  agency 
securities. 

Non-financial  corporations. — Corporate  holdings  of  public  debt  and 
agency  issues  were  little  changed  during  fiscal  1972.  At  the  end  of  this 
period,  they  held  $9.9  billion  of  public  debt  issues,  $0.1  billion  of 
Federal  agency  issues,  and  $0.6  billion  of  other  agency  issues. 

Other  private  nonbank  investors. — After  decreasing  by  $6.5  billion 
in  fiscal  1971,  holdings  of  public  debt  issues  by  these  investors 
increased  $1.4  billion  in  fiscal  1972  and  amounted  to  $9.8  billion  at 
the  end  of  the  year. 

Commercial  hanks. — After  acquiring  $8.4  billion  of  public  debt 
securities  in  fiscal  1971,  commercial  banks  reduced  their  holdings  by 
$1.1  billion  in  the  last  year  to  $59.9  billion,  as  their  interest  turned 
increasingly  to  tax-exempt  State  and  local  government  securities. 
Banks  also  reduced  their  holdings  of  Federal  agency  issues  by  $0.2 
billion,  but  acquired  $3.4  billion  in  securities  of  Government-sponsored 
agencies. 

Federal  Reserve  System. — Net  acquisition  of  Treasury  securities 
by  the  Federal  Reserve  System  in  1972  amounted  to  $5.8  billion, 
compared  with  $7.8  billion  acquired  in  the  previous  year;  and  total 
Federal  Reserve  holdings  amounted  to  $71.4  billion  at  the  end  of  the 
year,  or  17  percent  of  public  debt  securities,  up  from  16  percent  in 
the  2  previous  years. 

On  September  16,  1971,  the  Federal  Open  Market  Committee  an- 
nounced that  it  had  authorized  the  outright  purchase  and  sale  of 
Federal  agency  securities  by  the  Federal  Reserve  Bank  of  New  York 
for  the  System  Open  Market  Account.  Previously,  transactions  of  this 
kind  could  be  made  only  through  temporary  credit  arrangements 
known  as  repurchase  agreements.  As  a  result  of  this  change  in  Federal 
Reserve  policy  regarding  securities  eligible  for  its  portfolio,  holdings 
of  Federal  agency  securities,  including  Government-sponsored  agency 
issues  increased  substantially  in  fiscal  1972.  At  the  end  of  the  year. 
Federal  Reserve  banks  held  $1.1  billion  of  agency  securities. 

Government  accounts. — Government  accounts  added  $8.6  billion  to 
their  holdings  of  public  debt  securities  in  fiscal  1972.  Most  of  this  gain, 
however,  reflected  a  $6.8  billion  rise  in  nonmarketable  special  issues 
which  amounted  to  $89.6  billion  at  fiscal  yearend.  The  percentage  of 
the  public  debt  held  by  Government  accounts  remained  constant  for 
the  third  year  at  26  percent. 

470-716  0^72 1 
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OWNERSHIP  OF  FEDERAL  SECURITIES,  JUNE  30, 1972 
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400- 


300 


200 


100 
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4382i 


13  6 


Gov't 
'  Accounts 


714 


Federal 
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Com  7«^ 
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'617 


Private 
Nonbank  Investors 


Individuals 


x//, -%  Savings 

^^  -  -  ■iiiiir......     ^  Corps. 

"^  10  3 


256 


All  Other 


FINANCING  OPERATIONS 

At  the  beginning  of  the  fiscal  year,  the  Treasury's  cash  position 
was  a  reLatively  high  $8.6  billion,  in  part  because  of  the  sale  at  auction 
of  $2.3  billion  of  16i/2-JT^onth,  6-percent  notes  for  payment  on  June  29. 
Ea'cu  with  this  anticipatory  financing,  remaining  July  cash  needs 
loomed  large,  so  at  the  same  time  as  the  note  auction  announcement 
two  other  financing  operations  were  announced  for  payment  in  the 
early  part  of  the  fiscal  year.  First,  it  was  announced  that  the  $100 
million  increases  in  the  regular  weekly  3-month  bill  auctions  would 
be  continued.  Second,  it  was  announced  that,  on  June  29,  %l%  billion 
of  September  tax  anticipation  bills  would  be  auctioned  for  payment 
on  July  6.  In  the  tax  bill  auction,  tenders  totalling  $3.9  billion  were 
submitted.  The  average  bank  discount  rate  set  in  the  auction  was  5.04 
])ercent. 

In  addition  to  the  proceeds  of  the  foregoing  late-June  and  July 
financing  operations,  the  Treasury  also  received  $1.8  billion  of  new 
cash  from  the  sale  of  special  nonmarketable  securities  to  foreign 
accounts  in  the  early  weeks  of  the  fiscal  year.  Altogether,  these  funds 
proved  sufficient  to  cover  the  Treasury's  cash  needs  up  to  the  time  of 
the  regular  August  quarterly  financing. 

In  early  August,  it  was  announced  that  the  Treasury  would  further 
increase  the  size  of  the  weekly  bill  auctions  to  a  total  of  $3.9  billion, 
$2.3  billion  of  the  3-month  issue  and  $1.6  billion  of  6-month  bills. 
These  increases  ranged  from  $100  to  $300  million  a  week  until  Decem- 
ber 16, 1971,  raising  $3.8  billion  of  new  money  over  the  6-month  period. 
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The  terms  of  the  August  refunding  were  announced  on  July  21. 
Holders  of  the  $2.8  billion  of  4-percent  bonds  and  $2.3  billion  of 
8^-percent  notes  were  given  the  option  of  exchanging  their  maturing 
issues  for  a  4-year  3-month  7-percent  note  priced  at  99.80  to  yield 
7.06  percent  or  a  10-year  7-percent  bond  priced  at  99.20  to  yield  7.11 
percent,  the  first  bond  offering  outside  of  the  414-percent  statutory 
ceiling  under  the  $10  billion  March  1971  authority  for  such  sales. 
The  bond  was  also  offered  for  cash  subscriptions  to  individuals  in 
amounts  not  to  exceed  $10,000  for  any  one  person.  It  was  also  an- 
nounced that,  following  the  exchange  operation,  the  Treasury  would 
offer  an  18-month  note  at  auction  for  payment  on  August  16,  the  settle- 
ment date  for  the  exchange  operation.  The  auctioned  note  would  be 
used  to  cover  the  unexchanged  portion  of  the  maturing  issues  and  to 
raise  a  moderate  amount  of  cash  for  late-August  needs. 

Of  the  $2.2  billion  publicly  held  maturing  bonds  and  $1.9  billion 
maturing  notes,  $2.5  billion  were  exchanged  for  the  November  1975 
7-percent  note  and  $0.3  billion  for  the  7-percent  bond  of  August  1981, 
an  attrition  of  $1.4  billion,  or  34  percent ;  $195  million  of  the  7-percent 
bonds  were  sold  to  individuals  for  cash. 

In  line  with  the  previous  announcements,  the  Treasury  announced 
on  July  30  that  on  August  5  it  would  auction  $2.5  billion  of  18-month 
6-percent  notes.  These  proceeds  would  cover  the  $1.4  billion  attrition 
in  the  exchange  operation  and  raise  about  $1  billion  new  cash.  Com- 
mercial banks  were  allowed  50  percent  tax  and  loan  credit  in  paying 
for  the  issue.  Total  subscriptions  amounted  to  $4.1  billion.  Bidding 
in  the  auction  ranged  from  yield-equivalent  prices  of  6.59  percent  to 
6.44  percent  with  an  average  yield  of  6.54  percent. 

In  the  improved  market  following  the  President's  August  15  an- 
nouncements, which  still  permitted  occasional  uncertainties  about  rate 
levels,  the  Treasury  made  use  of  the  note  auction  technique  in  its  cash 
operations  between  mid-August  and  the  November  quarterly  financing. 
On  August  25,  the  Treasury  announced  an  auction  of  $1.25  billion 
of  5-year  2-month  note»  on  August  31  with  payment  September  8. 
Given  the  setting  of  rapid  and  uncertain  interest  rate  changes,  the 
announcement  of  the  614-percent  coupon  against  which  bidding  would 
take  place  was  delayed  until  Friday,  August  27.  Banks  were  permitted 
full  tax  and  loan  account  privileges  for  amounts  allotted  to  them 
for  themselves  and  their  customers.  Bidding  for  the  notes  was  strong. 
Tenders  of  $3.4  billion  were  received;  and  yields  on  accepted  com- 
petitive tenders  ranged  from  5.92  percent  to  6.02  percent,  with  an 
average  yield  of  approximately  5.98  percent,  all  notably  below  the 
coupon  rate  on  the  issue. 

A  second  cash  note  auction  for  $2.0  billion  of  5%-percent,  3-year 
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4-montli  notes  was  announced  on  October  12  for  October  15  with  pay- 
ment October  22.  Again  banks  were  allowed  full  tax  and  loan  account 
privileges  for  both  their  own  and  for  their  customers'  accounts.  Since 
market  yields  had  resumed  their  downward  trend  after  some  uncer- 
tainty and  slight  upward  adjustments  in  September,  bidding  on  the 
issue  was  again  very  active.  Tenders  totalling  $4.6  billion  were  received 
for  the  notes,  and  bids  ranged  from  a  yield  of  5.46  percent  to  5.61  per- 
cent with  an  average  of  5.58  percent,  some  40  basis  points  below  the 
August  31  auction  average. 

As  the  time  for  the  November  refunding  announcement  approached, 
security  markets  continued  to  strengthen  and  bank  prime  lending  rates 
dropped  toward  51/9  percent  from  the  6  percent  early  Octobei-  level, 
with  a  few  of  the  major  banks  abandoning  a  set  prime  rate  in  favor 
of  a  floating  i-ate  formula.  In  this  favorable  market  atmosphere  the 
Treasury  announced  on  October  27  that  the  refunding  of  the  5%- 
and  7%-percent  notes  and  the  3%-percent  bond  maturing  in  Novem- 
ber would  include  a  15-year  bond  and  would  also  anticipate  a  portion 
of  1972  refinancing  requirements  by  prerefunding  the  four  May  and 
August  1972  maturities. 

Specifically,  holders  of  the  $7.9  billion  of  maturing  November  se- 
curities and  the  $13.4  billion  of  May  and  August  issues  were  offered 
an  exchange  into  two  new  issues — a  7-year  6-percent  note  at  99.75  to 
yield  6.04  percent  and  a  15-year  6%-percent  bond  dated  November  15, 
1971,  due  November  15, 1986,  at  99.75  to  yield  6.15  percent.  The  bonds, 
which  were  the  Treasury's  longest  issue  since  1965,  were  also  offered 
for  cash  subscription  to  individuals  in  amounts  not  to  exceed  $10,000 
for  any  one  person.  As  had  been  done  in  connection  with  the  August 
financing,  the  Treasury  announced  at  the  same  time  that  a  short-term 
security  would  be  auctioned  for  cash  payment  on  November  15,  as 
soon  as  the  results  of  the  exchange  were  known. 

After  the  preliminary  results  of  the  offering  were  known,  the  Treas- 
ury announced  the  auction  on  November  9  of  approximately  $2^4  bil- 
lion of  4'%-percent  15-month  notes  with  payment  on  November  15. 
This  was  to  provide  cash  to  meet  the  $1.3  billion,  34  percent  attrition 
on  the  November  15  maturities  and  to  raise  about  $1.5  billion  of  new 
cash.  Of  the  $4.0  billion  of  tenders  received  from  the  public  for  the 
15-montli  note  $2.8  were  accepted  at  yields  ranging  from  4.79  percent 
to  4.96  percent  with  an  average  yield  at  4.91  percent.  In  addition  to 
the  amount  allotted  to  the  public,  $1.5  billion  of  the  notes  were  allotted 
to  Federal  Reserve  banks  and  Government  accounts  at  the  average 
price,  in  exchange  foi-  their  remaining  November  15  maturities. 

Expected  December  cash  needs  indicated  that  additional  borrowing 
would  be  needed  earlv  in  the  month  or  at  the  end  of  November.  Per- 
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haps  of  more  importance  for  debt  management  planning,  however,  was 
the  very  large  overhang  of  foreign  official  holdings  of  Treasury  secu- 
rities which  the  market  felt  might  be  liquidated  rapidly  if  there  were 
a  large  reflux  of  the  speculative  funds  that  had  moved  from  the  United 
States  in  the  summer  and  early  fall  months.  Thus,  in  part  to  reassure 
the  market  against  sudden  Treasury  demand  for  cash  as  the  result  of 
heavy  liquidations  of  these  foreign  officially  held  securities,  the  Treas- 
ury advanced  a  sizable  portion  of  its  cash  borrowings  into  December. 

The  first  of  these  late  fourth-quarter  cash  operations  was  announced 
on  November  18,  when  tenders  were  invited  on  November  24  for  $2.5 
billion  April  tax  anticipation  bills,  with  payment  on  December  1;  50 
percent  tax  and  loan  credit  was  again  allowed  in  payment  for  com- 
mercial bank-submitted  tenders.  At  the  same  time,  it  was  announced 
that  a  smaller  amount  of  June  tax  anticipation  bills  would  be  auc- 
tioned in  the  first  week  in  December. 

In  the  first  auction,  bids  totalling  $4.8  billion  were  received  and 
$2.5  billion  was  accepted.  An  average  rate  of  4.56  percent  resulted  in 
the  auction.  The  subsequent,  December  8,  auction  offered  $2.0  billion 
of  June  21,  1972,  tax  anticipation  bills  with  payment  on  December  13. 
Fifty  percent  tax  and  loan  credit  was  again  allowed  to  commercial 
banks.  Total  bids  in  this  auction  were  $iA  billion.  An  average  rate 
of  4.27  percent  was  set. 

On  December  16,  the  Treasury  announced  its  intention  to  reopen 
the  April  and  June  tax  bills  for  an  additional  $2.5  billion  of  cash.  The 
new  offering  consisted  of  $1.5  billion  of  the  April  bills  and  $1.0  billion 
of  June  bills  and  would  be  auctioned  on  December  22  for  payment 
December  .31.  Total  bids  amounted  to  $3.6  billion  for  the  April  bills 
and  $2.7  billion  for  the  June  bills.  The  average  accepted  bid  on  the 
April  tax  bill  was  3.85  percent  and  on  the  June  bill  4.05  percent,  down 
from  4.56  percent  and  4.27  percent,  respectively,  in  the  preceding 
auctions.  In  this  financing,  commercial  banks  were  allowed  full  tax  and 
loan  credit. 

These  end-of-year  cash  financing  operations  resulted  in  an  increase 
of  some  $7.0  billion  in  the  Treasury's  operating  balance  between  the 
end  of  November  and  the  close  of  the  calendar  year.  At  the  end  of 
the  year  the  operating  balance  stood  at  $11.2  billion,  the  highest  end- 
of- December  balance  since  the  end  of  World  War  II. 

As  predicted  by  Treasury  spokesmen,  the  massive  reflux  of  specula- 
tive funds  expected  l:»v  the  mai'ket  did  not  take  place,  and  the  general 
downward,  trend  of  interest  r-ates  temporarily  gave  way  to  more 
erratic  movements.  At  the  sam^time,  4he  large  end-of-year  balance 
allowed  the  Treasury  to  avoid  raising  cash  in  the  market  in  January. 

On  January  26,  the  Treasury  announced  the  terms  of  the  regular 
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February  financing.  In  foriu,  this  operation  closely  resembled  the 
November  refunding.  A  long-term  bond  was  included  among  the  new 
issues,  and  once  again  holders  of  future  maturities — this  time  the 
February  and  May  1974  maturing  issues — were  made  eligible  for 
exchange  into  tlie  new  securities.  At  the  same  time,  the  Treasury  indi- 
cated that  although  the  current  cash  position  was  relatively  com- 
fortable it  would  likely  announce  a  cash  financing  in  the  near  future, 
in  all  probability  in  the  form  of  a  bill  financing. 

The  February  15  maturities  totalled  $4.5  billion :  $0.8  billion  of 
4%-percent  notes,  $2.7  billion  of  7y2-percent  notes  and  $1.0  billion 
of  4-percent  bonds;  $3.8  billion  of  this  total  was  privately  held.  A 
total  of  $14.3  billion  of  1974  maturities  were  eligible  for  the  advance 
refunding:  $3.1  billion  of  7%^-percent  notes  and  $3.1  billion  of  41/8- 
percent  bonds,  maturing  in  February  1974,  and  $4.5  billion  of  714- 
percent  notes  and  $3.6  billion  of  4i/4-percent  bonds,  maturing  in  May. 
Private  investors  held  $11.6  billion  of  these  issues. 

Holders  of  the  February  1972  maturities  were  offered  the  option 
of  exchange  for  either  a  4-year  3-month,  5% -percent  note  or  a  10- 
year,  6%-percent  bond,  both  priced  at  par.  The  holders  of  the  securities 
maturing  in  February  and  May  1974  were  offered  an  exchange  only 
into  the  6%-percent  bonds.  As  in  previous  offerings  of  long-term 
issues,  the  6%-percent  bonds  were  also  offered  for  individual  cash 
subscriptions  up  to  $10,000  per  person. 

In  the  regular  refunding,  $2.6  billion  of  the  February  maturities 
were  exchanged  by  private  holders  for  $2.3  billion  of  the  5%-percent 
notes  and  $0.2  billion  of  the  long  bonds.  Of  the  balance  of  the  February 
maturities,  $1.2  billion  or  32  percent  of  the  privately  held  rights  were 
not  exchanged.  In  the  advance  refunding,  which  was  the  first  such 
operation  since  1965,  private  investors  exchanged  $1.3  billion  of  their 
holdings  for  the  new  6%-percent  bonds.  Including  the  amounts  ex- 
changed by  the  Federal  Reserve  and  Government  accounts,  a  total 
of  $2.8  billion  of  the  53^-percent  notes  and  $2.1  billion  of  the  63/g- 
percent  bonds  were  issued  in  the  two  exchanges.  An  additional  $66 
million  of  the  6%-percent  bonds  Avere  sold  to  individuals  for  cash. 

As  a  result  of  a  relatively  successful  exchange  and  continued  higher 
than  projected  cash  receipts,  the  cash  -balance  remained  strong  in  early 
February.  Thus,  the  need  for  cash  financing  was  delayed  until  the 
middle  of  February  by  which  time  continued  strong  demands  for  bills 
had  led  to  sharp  declines  in  bill  rates,  despite  a  temporary  market 
deterioration  in  response  to  the  announcement  of  a  $38.8  billion 
projected  budget  deficit  for  fiscal  1972. 

The  first  of  two  financings  in  the  bill  market  came  with  the  an- 
nouncement on  February  8  that,  beginning  with  the  auction  on  Febru- 
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ary  14,  the  Treasury  would  add  $300  million  to  the  weekly  auctions, 
$100  million  to  the  3-month  bill,  and  $200  million  to  the  6-month  issue. 
These  increases  continued  through  the  auction  of  March  23  and  raised 
a  total  of  $1.8  billion  in  new  money.  On  February  24,  the  Treasury 
announced  that  it  would  auction  on  ISIarch  1  for  settlement  on  March  6 
a  $3.0  billion  strip  of  bills  having  average  maturity  of  73  days  and 
consisting  of  $200  million  additions  to  each  of  the  fifteen  outstanding 
weekly  bills  dated  :March  30  through  July  6.  Total  tenders  for  the 
strip  amounted  to  $6.4  billion  of  which  $3.1  billion  were  accepted.  The 
average  rate  of  accepted  bids  was  3.41  percent. 

Reflecting  larger-than-anticipated  receipts  and  lagging  expendi- 
tures, the  Treasury's  cash  needs  in  the  latter  part  of  the  first  quarter 
were  significantly  less  than  had  been  projected.  Thus,  on  March  21, 
the  Treasury  announced  that  a  borrowing  of  %1%  billion  would  be 
sufficient  to  meet  its  cash  needs  through  the  May  quarterly  financing. 
The  $13/4  billion  Avas  to  be  raised  through  an  auction  on  March  28, 
with  payment  April  3,  of  a  3-year  li^-month  Syg-percent  note 
maturing  May  15,  1975.  Tenders  amounted  to  $3.8  billion  of  which 
$1.8  billion  were  accepted.  Yields  on  accepted  bids  ranged  from  5.69  to 
5.80  percent  with  an  average  yield  of  approximately  5.78  percent. 

The  improvement  in  the  market  was  short  lived  as  investors  con- 
tinued to  be  concerned  about  the  firmer  money  market  and  other 
developments  including  announced  advances  in  consumer  prices  that 
pointed  toward  continued  inflationary  pressures.  Consequently,  by  the 
end  of  March  Treasury  rates  were  again  on  the  rise  and  several  of  the 
large  commercial  banks  had  announced  prime  rate  increases  from 
4%  to  5  percent. 

However,  continued  higher-than-expected  revenues  generated  both 
^y  the  expanded  economy  and  the  overwithholding  of  personal  income 
taxes  continued  to  strengthen  the  Treasury  cash  position  and  provided 
the  opportunity  to  pay  down  near-term  maturities  beginning  with  the 
May  quarterly  financing. 

Interest  rate  levels  moved  generally  higher  over  the  spring  months, 
as  criticism  of  the  efficacy  of  wage  and  price  controls  intensified  and  as 
monetary  policy  firmed  to  counteract  excessive  growth  in  the  money 
supply.  However,  the  budget  picture,  and  consequently  the  Treasury's 
cash  requirements,  continued  to  improve.  As  a  result,  in  the  announce- 
ment on  April  26  of  the  terms  of  the  mid-May  financing,  the  Treasury 
said  that  it  would  only  partially  refund  the  maturing  issues  and  would 
use  $700  million  of  its  available  cash  to  pay  off  a  portion  of  these 
maturities.  The  financing  would  consist  of  auctions  on  May  2  of  $li/4 
billion  of  1-year  notes  with  a  4% -percent  coupon  and  up  to  an  addi- 
tional $500  million  of  the  outstanding  9-year  9-month  6%-percent 
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bonds.  For  the  first  time  since  August  1968,  holders  of  the  $5,0  billion 
of  maturing  issues,  $2.5  billion  of  which  were  in  public  hands,  were 
not  given  preemptory  rights  to  any  of  the  new  offerings.  And  unlike 
on  many  previous  occasions  the  214-percent  bonds  maturing  within  the 
quarter  (June  15)  were  not  pre  refunded  in  the  quarterly  financing. 

Offerings   of  marketable    Treasury  securities   excluding   refunding   of  regxdar  hills, 

fiscal  1972 
[In  millions  of  dollars] 


Date 


Description 


Cash  offerings      Exchange  offerings 


For 
For  new     For  re-     matur- 
money     funding        ing 
issues 


In         Total 

advance 

refund- 
ing 


1971 
Apr.  1 . . 
Aug.  15. 
Aug.  15. 
Aug.  16. 
Sept.  8.. 
Oct.  1... 
Oct.  22.. 
Nov.  15. 
Nov.  15. 
Nov.  15. 

1972 
Feb.  15.. 
Feb.  15.. 
Apr.  3-. 
Apr.  1.. 
May  15.. 
May  15.. 


Bonds  and  Notes 
IH-percent  exchange  note,  Apr.  1,  1976  i 

7-percent  note,  Nov.  15,  1975 

7-percent  bond,  Aug.  15,  1981 

6^-percent  note,  Feb.  15,  1973  2 

6^-percent  note,  Nov.  15,  1976  3 

Iji-percent  note,  Oct.  1,  1976' 

SJ-g-percent  note,  Feb.  15,  1975  < _.. 

6-percent  note,  Nov.  15,  1978 

6!^-percent  bond,  Nov.  15,  1986 

4J^-percent  note,  Feb.  15, 1973  ' 


5M-P''rcent  note,  Feb.  15,  1976..- 

6^-percent  bond,  Feb.  15,  1982. 

5'^-percent  note.  May  15,  1975  « 

IH-percent  note,  Apr.  1,  1977  ' 

434-percent  note,  May  15,  1973  ' 

63/g-percent  bond,  Feb.  15, 1982  8  additional. 

Total  bonds  and  notes _ 


1,129 
1,283 


195 
1,385 


24 

3,115 

612 


2,045 


24 
1,275 


4 ,251  3  ,956 

853  339 

1,500  


2,802 
402 


1,776 


1,729 


1,279 
505 


2,513 


24 

3,115 

807 

2,514 

1,283 

11 
2,045 
8,207 
1,216 
4,268 

2,802 
2,197 
1,776 
3 
3,792 
505 


7 ,726  4 ,729        16 ,083 


6 ,027      34 ,565 


1971 

me 


1971 
July  6... 

Dec.  1.. 

Dec.  13. 

Dec.  29. 

Dec.  29. 


Bills  (Maturity  Valued 
Increase  in  offerings  of  regular  bills: 

July-September 

October-December 

January-March 

April- June 


Total  increase  in  regular  bills. 


Tax  anticipation  bill  offerings: 

5.033-percent  77-day  maturing  Sept.  21 

1971. 
4.558-percent  142-day  maturing  Apr.  21 

1972. 
4.273-percent  191-day  maturing  June  21 

1972. 
3.846-percent  114-day  maturing  Apr.  21 

1972,  additional. 
4.056-pcrcent  175-day  maturing  June  21 

1972,  additional 

Total  tax  anticipation  offerings 


1,967  1,%7 

1,801  - - 1.801 

4,867  4,867 

-664  -664 

7,971  7,971 


1,752 1,752 

2,506 - 2,506 

2,010 2,010 

1,526  1,526 

1,016  1,016 


8,810 


8,810 


Total  offerings 24,507 


4,729        16,083  6,027      51,346 


'  Issued  on  demand  in  exchange  for  234-percent  Treasury  bonds,  investment  series  B-1975-80. 

2  Offered  for  cash  as  part  of  the  Aug.  15  refunding.  Auctioned  at  an  average  yield  of  6.54  percent. 

3  Auctioned  at  an  average  yield  of  5.98  percent. 
<  Auctioned  at  an  average  yield  of  5.58  percent. 

5  Offered  for  cash  as  part  of  the  November  refunding.  Auctioned  at  an  average  yield  of  4.91  percent.  $1.5 
billion  was  allotted  to  the  Federal  Reserve  System  and  Government  accounts  at  the  average  price  in  ex- 
change for  maturing  securities. 

'  Auctioned  at  an  average  yield  of  8.78  i)erceiit. 

"  Offered  for  cash  as  part  of  May  15  refunding  at  an  average  yield  of  4.44  percent.  $2.5  billion  was  allotted 
to  the  Federal  Reserve  System  and  Oovernmont  accounts  at  the  average  price  in  exchange  for  maturing 
securities. 

'  Offered  for  cash  as  part  of  May  15  refunding  at  an  average  yield  of  6.29  percent. 
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Disposition  of  marketable  Treasury  securities  excluding  regular  bills,  fiscal  1972 

[In  millions  of  dollars] 

Securities  Redeemed      Exchanged  for 

Date  of  re-  for  cash  new  issue 

funding  or or  carried Total 

retirement  to  matured       At  In  ad- 

Description  and  maturing  date  Issue  date  debt       maturity  vance  re- 

funding 

1971  Bonds  and  Notes 

Aug.  15 4-percent  bond,  Aug.  15,  1971 Mar.     1,1962                687         2,119  2,806 

Aug.  15 8}4-percent  note,  Aug.  15,  1971 Feb.  15, 1970                649         1,608..- 2,257 

Oct.l IJ^percent  note,  Oct.  1,  1971 Oct.      1,1966                  72  72 

Nov.  15 3J^-percent  bond,  Nov.  15,  1971. May   15.1962                304            777 1,081 

Nov.  15 55^-percent  note,  Nov.  15,  1971 Nov.  16.1966                237            730  ..  967 

Nov.  16 7M-percent  note,  Nov.  15,  1971 May    16,1970                740         5,096  6,836 

Nov.l5 4^-percent  note,  May  15,  1972 May   15,1967  '1,633  1,633 

Nov.  15 6Ji-percent  note.  May  15,  1972. Nov.  16.1970  ..._ i  660  660 

Nov.15 4-percent  bond,  Aug.  15,  1972 Sept.  15. 1962 il,125  1,125 

Nov.15 6-percent  note,  Aug.  15,  1972 May    15,1971  '877  877 

mz 

Feb.l5 434-percent  note,  Feb.  15,  1972 Feb.   16, 1967                231             569  800 

Feb.  15 73^-percent  note,  Feb.  15,  1972 Aug.  17, 1970                723         1,967  2,690 

Feb.  15 4-percent  bond,  Feb.  15,  1972 Nov.  15, 1962                310            670  _ 980 

Feb.  15 734-percent  note,  Feb.  15,  1974 Aug.  15.1970 M79  179 

Feb.  15 41^-percent  bond,  Feb.  15,  1974 ..Jan.    15.1965 »  667  667 

Feb.  15 7^-percent  note.  May  15,  1974 Nov.  15,1970  '172  172 

Feb.  15 4}i-percent  bond,  May  15,  1974 May   15,1964  2  721  721 

Apr.  1 IJ^-percent  note,  Apr.  1.  1972 Apr.     1,1967                  34  34 

Mayl6 4M-percent  note.  May  16,  1972 May    16,1967             1,294       32,382 3,676 

Mayl5 634-percent  note,  May  15,  1972 Nov.  16. 1970             1,245          3132 1,377 

June  15 2M-percent  bond,  June  16,  1972 June     1,1945             1,226  1,226 


Total  coupon  securities 7, 762        16, 060         6, 024  29, 826 

1971  Tax  Anticipation  Bills  * 

Sept.  21 5.033-percent  (tax  anticipation) July     6, 1971  1, 752  _ . _ 1, 752 

1972 

Apr.  21 4.558-percent  (tax  anticipation) Dec.     1.1971  2,506 .- 2,506 

Apr.  21 3.846-percent  (tax  anticipation) Dec.  29,1971  1,526 1,626 

June  21 4.273-percent  bill,  June  21,  1972 Dec.   13,1971  2,010  2,010 

June21 4.056-percentbill,  June  21,  1972.. Dec.  29,1971  1,016 1,016 

Total  tax  anticipation  bills 8,810  8,810 


Total  securities 16,562       16,050         6,024      38,636 

1  Included  in  November  1971  refunding. 
'  Included  in  February  1972  refunding. 
3  See  footnote  7  of  "Offerings"  table. 

<  Including  tax  anticipation  issues  redeemed  for  taxes  in  the  amounts  of  $899  million  in  September  1971, 
$1,023  million  in  April  1972,  and  $1,934  million  in  June  1972. 

The  offering  was  well  received  and  produced  total  tenders  of  $3.3 
billion  for  the  note  and  $1.3  billion  for  the  bond.  Individuals  and  other 
small  investors  were  allowed  to  submit  noncompetitive  tenders  up  to 
$200,000  for  the  notes  and  up  to  $50,000  for  the  bonds.  These  bids  were 
accepted  in  full  at  the  average  price,  and  amounted  to  $267  million 
and  $49  million,  respectively.  Yields  on  the  accepted  competitive  tend- 
ers ranged  from  4.23  to  4.47  percent  for  the  note  and  from  6.23  to 
6.32  percent  for  the  bond,  with  average  rates  of  4.44  percent  and  6.29 
percent.  $2.5  billion  of  the  notes  were  allotted  to  the  Federal  Reserve 
Board  and  Government  accounts  at  the  average  price  to  replace  their 
portion  of  the  maturing  securities. 
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Following  the  May  refinancing  and  with  the  budget  deficit  still 
running  well  below  expectations,  the  Treasury  continued  to  use  its 
large  cash  holdings  to  reduce  the  amount  of  outstanding  marketable 
debt.  The  weekly  bill  auctions  were  reduced  by  $100  million  for  the 
6  weeks  between  May  18  and  June  22,  and  at  the  end  of  May  it  was 
announced  that  the  $1.2  billion  of  2i/4-percent  bonds  maturing  June  15 
would  be  paid  off.  The  outstanding  debt  was  further  reduced  by  the 
turn-in  and  maturity  of  the  $3.0  billion  of  June  tax  anticipation  bills. 
Even  AA'ith  these  debt  reductions,  the  Treasury  ended  the  fiscal  year 
with  a  very  sizable  operating  cash  balance  totalling  $10.1  billion. 

The  accompanying  tables  summarize  the  Treasury's  major  financing 
operations  during  the  fiscal  year.  Additional  material  is  available  in  the 
Statistical  Appendix,  Treasury  Bulletin,  offering  circulars  and  other 
public  announcements  on  debt  management. 

Enforcement,  Tariff  and  Trade  Affairs,  and  Operations 

The  programs  and  operations  of  six  bureaus  of  the  Department  of 
the  Treasury  are  grouped  under  one  Assistant  Secretarv  who  utilizes 
three  staff  offices  (Offices  of  Law  Enforcement,  Tariff  and  Trade 
Affairs,  and  Operations)  to  supervise  them.  The  bureaus  are  Cus- 
toms, Engraving  and  Printing,  Mint.  Secret  Service,  Consolidated 
Federal  Law  Enforcement  Training  Center,  and,  effective  July  1, 
1972,  the  new  Bureau  of  Alcohol,  Tobacco  and  Firearms.^  Enforcement 
aspects  of  the  responsibilities  of  the  Internal  Revenue  Service  also 
receive  the  Assistant  Secretary's  coordinating  supervision.  During 
fiscal  1972,  all  activities  in  these  areas  were  greatly  expanded  and 
intensified. 

LAW  ENFORCEMENT  AND  OPERATIONS 

The  Director,  Office  of  Law  Enforcement,  develops  and  reviews  the 
policy  and  strategy  of  Treasury  law  enforcement  activities,  with  par- 
ticular attention  to  application  of  new  concepts,  technology,  and 
tactics;  coordination  between  bureaus;  interaction  of  strategy  with 
other  departments,  agencies,  and  governments ;  and  impact  on  public 
affairs.  Increased  staffing  of  this  Office  during  the  year  permitted  it  to 
provide  more  effective  overall  leadership  and  coordination  for 
Treasury  and  interdepartmental  law  enforcement  efforts. 

The  Director,  Office  of  Operations,  oversees  bureau  activities  for 
effective  design  and  execution  of  programs,  efficiency  of  management 
and  organization,  and  economy  of ■  operations,  with  particular  atten- 
tion to  coordination  of  personnel  and  logistics  aspects  of  ongoing 
programs  within  Treasury  and  with  other  departments,  review  of 


1  See  exhibit  93. 
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senior  personnel  appointments,  development  and  review  of  manage- 
ment information  reports  and  budget  proposals,  and,  for  nonenforce- 
ment  activities,  adequacy  of  long-range  planning. 

Antinarcotics  program 

During  fiscal  1972,  Treasury  continued  to  give  primary  emphasis 
to  carrying  forward  President  Nixon's  high-priority  program  to  com- 
bat illegal  drug  trafficking.^  Highlights  of  Treasury's  drug  enforce- 
ment efforts  included  the  initiation  of  a  narcotics  traffickers  program 
by  IRS  and  increased  funding  for  flie  anti-drug  smuggling  efforts  of 
the  Bureau  of  Customs. 

A  budget  supplement  of  $7.o  million  for  IRS  permitted  it  to  initiate 
a  program  of  systematic,  nationally  coordinated  tax  investigations 
of  middle  and  upper  echelon  distributors  and  financiers  involved  in 
narcotics  trafficking.  The  objective  is  to  disrupt  the  narcotics  distribu- 
tion system  by  prosecuting  those  guilty  of  criminal  tax  violations  and 
drastically  reducing  their  profits.  This  program,  under  the  day-to-day 
supervision  of  the  Director,  Office  of  Law  Enforcement,  is  being  con- 
ducted in  cooperation  with  the  Bureau  of  Customs,  Justice  Depart- 
ment, Bureau  of  Narcotics  and  Dangerous  Drugs,  Office  of  Drug 
Abuse  Law  Enforcement,  and  with  State  and  local  authorities. 

During  fiscal  1972,  the  first  year  of  operation,  793  major  narcotics 
traffickers,  smugglers,  and  financiers  were  identified  and  placed  under 
intensive  tax  investigation;  another  505  lesser  traffickers  were  under 
tax  scrutiny.  As  a  result,  $54.2  million  in  taxes  and  penalties  was  as- 
sessed, of  which  more  than  $8.5  million  was  collected.  Also  as  part 
of  this  program,  six  major  narcotics  traffickers  were  indicted  and  con- 
victed on  criminal  tax  charges;  15  other  traffickers  were  indicted  and 
awaiting  trial  in  Federal  District  Courts  in  New  York,  Miami,  Detroit, 
Los  Angeles,  San  Francisco,  Indianapolis,  Baltimore,  and  Washing- 
ton, D.C.  Criminal  tax  investigations  were  completed  with  respect  to 
another  35  major  drug  distributors.  In  each  of  these  cases  prosecution 
has  been  recommended. 

It  is  anticipated  that  during  fiscal  1973,  IRS  will  have  an  ongoing 
program  subjecting  1,200  significant  narcotics  traffickers  to  full-scale 
IRS  investigation. 

A  budget  supplemental  of  $15  million  was  granted  Treasury  for 
the  Bureau  of  Customs  to  increase  its  personnel  and  conduct  an  in- 
tensive campaign  against  illicit  drug  importations.  These  increases  in 
personnel  continued  to  yield  high  dividends  during  fiscal  1972.  Cus- 
toms seized  over  1,300  poimds  of  hard  narcotics,  including  635  pounds 
of  heroin,  51  pounds  of  opium,  and  379  pounds  of  cocaine.  In  the  case 

1  See  exhibit  37. 
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of  marijuana,  7,889  seizures,  totallino:  291,887  pounds,  represented  an 
increase  of  65  percent  over  fiscal  1971.  Customs  efforts  also  contributed 
substantially  to  a  number  of  major  international  seizures. 

Customs  successes  during  the  year  were  principally  attributable  to 
increases  in  resources,  benefits  from  earlier  reorientation  of  Customs 
activities  to  place  greater  emphasis  on  law  enforcement,  and  improved 
intelligence  and  inspection  programs. 

Organized  crime 

The  National  Council  on  Organized  Crime  provides  interagency 
direction  to  the  drive  against  organized  crime.  The  Office  of  Law 
Enforcement  actively  participates  in  the  work  of  several  staff  com- 
mittees of  the  Council  as  well  as  various  narcotics  task  forces. 

Treasury  agencies  continue  to  provide  major  contributions  of  man- 
power and  resources  to  the  joint  strike  force  program,  operating 
against  organized  crime  in  18  major  cities  throughout  the  country. 
In  addition,  the  organized  crime  drive  is  supported  by  Treasury's 
own  programs  such  as : 

(1)  narcotics  programs  of  IRS  and  Customs ; 

(2)  action  against  major  counterfeiting  and  bond  forgery  opera- 
tions by  the  Secret  Service ; 

(3)  the  cargo  security  program  of  Customs ;  and 

(4)  the  attack  on  illicit  liquor  traffic  and  the  su][ipression  of  illegal 
use  of  firearms  and  explosives  by  the  Bureau  of  Alcohol,  Tobacco 
and  Firearms. 

Air  security  program 

At  the  close  of  fiscal  1972,  Treasury,  through  the  Bureau  of  Customs, 
was  providing  the  bulk  of  the  Federal  Government  forces  engaged  in 
the  civil  aviation  security  (anti-skyjacking)  program.  Recruiting  and 
training  of  the  customs  security  officer  corps  having  been  completed 
in  March  of  1972,  these  CSO's  (commonly  called  "sky  marshals") 
at  the  end  of  the  year  numbered  1,160. 

Initially,  CSO's  were  employed  two-thirds  of  their  time  as  sky 
marshals  aboard  airliners  in  flight.  Plowever,  it  was  always  recognized 
that  i^reembarkation  inspection  to  prevent  skyjackers  from  boarding 
aircraft  was  more  effective  and  efficient.  As  participation  in  preem- 
barkation  screening  became  mandatory  for  airlines  in  the  final  quarter 
of  fiscal  1972,  CSO's  were  shifted  to  ground  duty  only,  except  for 
special  request  flights.  As  of  June  30,  1972,  CSO's  were  assigned  to  28 
major  airports  throughout  the  United  States. 

The  number  of  skyjackings  increased  26  percent  between  fiscal  1971 
and  fiscal  1972.  However,  successful  skyjackings  decreased  and  a  much 
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larger  number  of  potential  skyjackings  was  prevented.  Arrests  by 
CSO's  of  persons  threatening  skyjacking  or  sabotage  increased  eight- 
fold. 

For  the  fiscal  year  ended  June  30,  1972,  CSO's  had  arrested  1,196 
persons  attempting  to  board  or  who  had  boarded  the  aircraft — 196  for 
possession  of  weapons  and  making  hijack  or  sabotage  threats,  22  for 
causes  involving  safety  of  the  aircraft,  372  for  possession  of  narcotics, 
599  illegal  aliens  and  seven  for  other  causes.  Seizures  and  detentions 
were  100  for  hard  narcotics,  383  for  marijuana  and  dangerous  drugs, 
and  930  for  weapons.  In  addition,  44,442  weapons  or  dangerous  articles 
were  detained  prior  to  takeoff  and  returned  to  passengers  at  their 
destination. 

Counterfeiting 

Continuing  a  trend  evident  during  the  past  decade,  there  were  more 
counterfeit  bills  produced,  distributed,  and  passed  in  fiscal  1972  than 
ever  before.  The  Secret  Service  seized  $22.9  million  of  this  output  be- 
fore the  money  could  be  placed  into  circulation.  Losses  to  the  public 
reached  $4.8  million,  a  39-percent  increase  over  the  past  fiscal  year. 

Customs  automated  intelligence  network  (CADPIN) 

Approximately  160  additional  CADPIN  terminals  were  authorized 
for  the  Bureau  of  Customs  in  fiscal  1972  at  Canadian  border  stations, 
Customs  Agency  Service  offices,  and  airports  of  entry.  When  these 
installations  are  completed  during  the  early  fall  of  1972,  the  number 
of  terminals  on  the  network  will  have  been  doubled. 

Customs  five  sector  intelligence  units  are  in  the  process  of  obtaining 
on-line  visual  display  devices  to  improve  CADPIN  data  presentation 
and  file  maintenance. 

Commencing  in  fiscal  1972,  the  CADPIN  system  also  provided 
significant  narcotics  intelligence  support  to  the  Justice  Department's 
Office  of  Drug  Abuse  Law  Enforcement. 

Presidential,  major  candidate,  and  foreigfn  dignitary  protection 

The  Presidential  protective  effort  of  tlie  U.S.  Secret  Service  in 
fiscal  1972  was  highlighted  by  President  Nixon's  historic  visits  to 
Mainland  China,  Poland,  and  the  Soviet  Union.  These  security  mis- 
sions, performed  under  extraordinary  circumstances,  w^ere  conducted 
without  incident. 

Major  candidate  protection  requirements  in  fiscal  1972  exceeded  all 
previous  manpower  estimates.  Through  June  30,  a  total  of  1,212  trips 
were  made  by  the  five  candidates  then  authorized  protection  by  the 
Secretary  of  the  Treasury  and  a  congressional  advisory  committee, 
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with  320,000  man-hours  expended  by  the  Secret  Service,  augmented  by 
agents  from  the  Bureaus  of  Customs  and  Alcohol,  Tobacco  and  Fire- 
arms, and  from  IRS. 

Responsibilities  of  the  Secret  Service  for  the  protection  of  foreign 
dignitaries  also  increased  significantly.  In  fiscal  1972,  protection  was 
provided  to  57  heads  of  state  or  government,  an  increase  of  60  percent ; 
126,000  man-hours  were  expended. 

INTERPOL  ^ 

In  fiscal  1972,  INTERPOL  processed  a  total  of  2,316  cases,  repre- 
senting a  30-percent  increase  over  fiscal  1971  and  a  112-percent  inci-ease 
over  fiscal  1969,  when  additional  emphasis  and  support  was  placed  on 
the  activities  and  potential  of  our  participation  in  this  114-member 
country  organization. 

The  increases  in  the  total  number  of  cases  originating  from  U.S. 
enforcement  agencies  including  local.  State,  other  Federal,  and  Treas- 
ury are  attributed  to  the  growing  awareness  of  the  services  available 
through  INTERPOL.  During  fiscal  1972,  INTERPOL  Washington 
processed  695  cases  for  U.S.  enforcement  agencies,  representing  30  per- 
cent of  the  caseload  of  the  Bureau  as  compared  with  12  percent  in 
1969  when  INTERPOL  was  virtually  unknown  in  the  U.S.  enforce- 
ment conniiunity. 

In  October  1971,  the  Treasury  Department  led  the  U.S.  delegation 
to  the  39th  INTERPOL  General  Assembly  in  Ottawa,  Canada,  where 
six  substantive  resolutions  on  curbing  drug  abuse  were  adopted  with 
strong  U.S.  support.  The  Department  also  chaired  the  U.S.  delegation 
at  the  American  continental  meeting  in  Caracas,  Venezuela,  in  March, 
where  areas  of  mutual  police  cooperation  in  this  hemisphere  were 
discussed. 

A  case  which  illustrates  INTERPOL  cooperation  occurred  in 
October  1971,  when  INTERPOL  Beirut  routinely  reported  the  seizure 
of  600  pounds  of  hashish  in  Beirut  concealed  in  a  Volkswagen  camper 
bearing  California  license  plates.  On  the  basis  of  this  information, 
U.S.  customs  agents  determined  that  the  vehicle  was  associated  with 
several  other  California  Volkswagen  campers,  all  registered  to  a  post 
office  box  in  New  Mexico.  Continued  investigation  resulted  in  the 
seizure  of  1,330  pounds  of  hashish  in  Portland,  Oreg.,  on  January 
7,  1972,  which  constituted  the  largest  hashish  seizure  in  tlie  history  of 
the  L^nited  States  to  that  date.  Subsequent  associated  hashish  seizures 
were  made  by  Canadian  authorities  in  Vancouver,  also  based  on  the 
initial  INTERPOL  information. 

In  February  of  this  year,  INTERPOL  Damascus,  Syria,  broadcast 
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an  INTERPOL  radio  all  points  bulletin  for  two  officers  of  the 
Syrian  Army  who  had  been  accused  of  stealing  2  million  Syrian 
pounds  (a  half  million  U.S.  dollars).  Investigation  by  the  Immigra- 
tion and  Naturalization  Service  located  the  two  fugitives  in  the  United 
States  where  they  had  hoped  to  find  a  haven  inasmuch  as  the  Syrian 
Government  had  previously  broken  diplomatic  relations  with  the 
United  States  and  there  is  no  extradition  treaty  between  the  two 
nations.  Immigration  authorities  determined  that  both  subjects  w^ere 
in  violation  of  the  immigration  laws,  and  funds  in  excess  of  two 
hundred  thousand  dollars,  representing  the  stolen  monies,  w-ere  ac- 
counted for  in  various  banks  in  the  United  States  and  Canada.  One  of 
the  subjects  was  subsequently  deported  and  escorted  by  INTERPOL 
Washington  agents  to  Syria,  and  the  other  is  currently  undergoing 
deportation  proceedings.  The  Syrian  Government  has  initiated  meas- 
ures to  recover  the  funds  on  deposit  in  American  and  Canadian  banks 
through  legal  procedures. 

Cargo  security  program 

Early  in  this  administration,  President  Nixon  directed  an  intensive 
campaign  against  drug  smuggling  and  organized  crime.^  These  be- 
came Treasury's  highest  priorities  in  the  area  of  law  enforcement.  It 
rapidly  became  evident  that  the  long-neglected  problem  of  cargo  theft 
fell  into  both  these  priority  areas.  Treasury,  therefore,  developed  and 
charged  the  Bureau  of  Customs  with  implementing  an  action  program 
to  reduce  and  prevent  theft  of  international  cargo.  For  this,  the  Bu- 
reau of  Customs  created  a  Cargo  Security  Branch  and  designated 
regional,  district,  and  port  security  coordinators. 

Treasury  prepared  and  promulgated  "Standards  for  Cargo  Se- 
curity" (T.D.  72-56),  containing  suggested  physical  and  procedural 
standards  for  all  terminals  and  transport  firms  handling  import  and 
export  cargo,  which  was  nationally  distributed  (over  10,000  copies) 
and  well  received  by  industry  and  law  enforcement  agencies.  Cargo 
theft  warning  posters  Avere  also  designed  and  posted  in  all  interna- 
tional cargo  areas. 

Detailed  security  surveys  for  preventing  theft  were  conducted  as 
pilot  projects  in  cooperation  with  industry.  Si:)ecific  recommendations 
for  improvements  contained  in  these  reports  were  implemented  by 
many  terminal  operators  with  dramatic  improvement  in  theft  pre- 
vention. 

In  conjunction  witli  the  cargo  security  program,  an  automated 
quantity  control  program  for  reporting  cargo  discrepancies  was  de- 
veloped and  refined  to  pro\ide  a  more  sophisticated  control  over  inter- 
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national  cargo.  Various  statistics  relating  to  value  and  number  of 
instances  of  theft  can  now  be  printed  out  to  readily  identify  exact 
location  and  types  of  cargo  being  stolen  at  each  port. 

These  intensified  enforcement  efforts  resulted  in  many  arrests,  some 
involving  organized  crime  operations,  and  recovery  of  thousands  of 
dollars  worth  of  merchandise.  Several  substantial  narcotics  seizures 
were  directly  attributable  to  increased  cargo  security  activity  by  cus- 
toms officers. 

Automated  merchandise  processing  system  (AMPS) 

The  AMPS  program,  begun  in  April  1971  by  the  Bureau  of  Customs 
to  automate  the  examination,  classification,  and  appraisal  by  Customs 
of  all  commodities  entering  U.S.  commerce,  proceeded  into  the  system 
design  and  pilot  program  phases  in  fiscal  1972.  Seattle  was  selected 
for  the  field  test  site  because  its  land,  sea,  and  air  border  points  are 
in  close  proximity  and  its  volume  of  business  is  not  too  large  for  good 
testing  procedures.  Specifications  for  the  first  hardware  selection  were 
finalized  and  the  prospective  procurements  advertised. 

Operational  systems  design  is  expected  to  be  finalized  by  fiscal  1975. 
At  that  time,  hardware  procurement  for  the  nationwide  system  will 
proceed  as  rapidly  as  budget  limitations  allow. 

Financial  recordkeeping 

In  April  1972,  Treasury  promulgated  regulations  to  implement 
Public  Law  91-508,  the  Currency  and  Foreign  Transactions  Reporting 
Act  of  1970.^  This  law  was  designed  to  assist  enforcement  personnel 
in  their  eff'orts  to  frustrate  organized  and  white  collar  criminal  ele- 
ments who  use  secret  foreign  accounts  to  conceal  substantive  violations 
of  drug  smuggling,  securities  and  gambling  laws,  as  well  as  the  untaxed 
income  generated  from  these  and  other  illegal  activities.  The  regula- 
tions required  the  maintenance  and  retention  of  certain  financial 
records  and  reports  of  specific  types  of  unusual  currency  transactions, 
and  were  designed  to  benefit  both  foreign-related  and  domestic  en- 
forcement efforts  without  burdening  legitimate  commerce. 

TARIFF  AND  TRADE  AFFAIRS 

The  Office  of  Tariff  and  Trade  Affairs  is  primarily  concerned  with 
policy  direction  and  review  of  the  Bureau  of  Customs  administration 
of  the  antidumping  and  countervailing  duty  statutes  and  of  classifi- 
cation, value,  marking,  and  quota  regulations.  During  the  year, 
Treasury  adhered  to  a  policy  of  strict  administration  of  both  the 
antidumping  and  countervailing  duty  statutes,  aimed  at  making  both 
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laws  more  effective  instruments  in  defending  the  United  States  against 
unfair  international  trade  practices.^ 

The  supplemental  appropriation  authorized  by  Congress  during 
fiscal  1971  provided  for  additional  staff  both  to  speed  the  processing 
of  dumping  complaints  and  handle  the  increased  caseload,  which  more 
than  doubled  from  1968  to  1972.  The  number  of  professional  personnel 
assigned  to  process  antidumping  and  countervailing  duty  complaints 
in  the  Bureau  of  Customs  increased  from  five  to  40  during  the  past 
8  years,  and  an  increase  to  60  professionals  is  planned. 

The  Office  of  Tariff  and  Trade  Affairs  likewise  expanded  to  handle 
the  increased  caseload  and  added  a  trade  analysis  capability  to  aid  in 
developing  new  policies  relating  to  overall  U.S.  trade  objectives.  The 
new  trade  analysis  unit  undertook  studies  of  the  economic  impact  of 
the  Office's  various  programs  and  policies,  such  as  examining  the  effect 
of  the  10-percent  surcharge  on  revenue  collections  and  on  the  volume 
of  U.S.  imports  and  exports. 

Additional  manpower  enabled  the  Department  to  process  the 
average  dumping  case  within  1  year  from  date  of  presentation,  as 
contrasted  with  2  or  3  years  formerly.  For  the  coming  year,  changes 
in  handling  procedures,  both  in  the  Bureau  and  in  offices  abroad,  will 
normally  permit  processing  by  Treasury  within  9  months.  Other 
measures  proposed  as  revisions  to  the  Antidumping  Regulations  are 
aimed  at  ensuring  more  effective  administration  of  the  Antidumping 
Act. 

As  a  result  of  these  changes,  the  number  of  official  decisions  pub- 
lished by  the  Treasury  over  the  past  year  increased  by  57  percent  and 
the  number  of  cases  initiated  by  70  percent.  Dumping  findings  in- 
creased by  157  percent  over  the  same  period. 

Steps  were  also  initiated  to  tighten  application  of  the  countervailing 
duty  statute.  Allegations  of  subsidization  of  exports  to  the  United 
States  resulted  in  the  initiation  of  several  important  investigations. 
With  added  manpower,  the  Treasury  is  now  in  a  position  to  analyze 
many  of  the  complex  issues  required  to  be  resolved  in  processing 
countervailing  duty  complaints.  This  long-neglected  statute  is  now 
becoming  an  important  instrument  toward  the  achievement  of  a  fair 
and  equal  trading  position  for  the  United  States  in  its  dealings  with 
major  trading  powers. 

A  liberal  trade  policy  can  have  no  meaning  unless  it  consists  of  "fair" 
trade  principles.  The  desirable  and  long  overdue  policy  of  strengthen- 
ing the  admin 'stration  of  the  antidumping  and  countervailing  duty 
laws  is  a  healthy  step  in  the  development  of  a  liberal  trade  policy. 
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New  initiatives  were  undertaken  in  the  Office  of  Tariff  and  Trade 
Affairs  outside  the  areas  of  dumping  and  countervailhig  duties.  Clas- 
sification and  value  cases  are  being  given  careful  leview  in  terms  of 
their  overall  trade  impact.  The  same  is  true  for  country-of-origin 
marking  cases,  the  administration  of  mandatory  quota  restrictions, 
and  requests  for  exemption  from  the  coastwise  trade  laws.  In  conjunc- 
tion with  the  recent  voluntary  restraint  arrangement  on  steel  products, 
Treasuiy  initiated  procedures  for  the  close  monitoring  of  steel  im- 
ports to  achieve  more  current  reporting  on  adherence  to  this  arrange- 
ment. The  Office  was  also  actively  involved  in  the  development  of  a 
study  to  adopt  the  system  of  Brussels  Tariff  Nomenclature  for  classi- 
fication of  impoi-ted  merchandise. 

Taxation  Developments 
Presidential  tax  recommendations  ^ 

As  part  of  his  new  economic  policy,  announced  on  August  15,  1071, 
the  President  asked  the  Congress  to  give  first  priority  to  enactment  of 
tax  changes  included  in  his  proposed  Job  Development  Act  of  1971. 

The  President  proposed  the  enactment  of  the  following :  A  job  devel- 
opment credit  to  encourage  investment  in  new  equipment,  to  raise  pro- 
ductivity and  increase  economic  growth,  to  make  U.S.  goods  more 
competitive,  and  to  provide  other  shorti'un  benefits  for  the  economy ; 
repeal  of  the  7-percent  excise  tax  on  automobiles,  to  lower  the  cost  of 
purchase  of  new  cars  to  stimulate  automobile  demand,  and  to  increase 
jobs;  acceleration  of  the  higher  personal  exemption  scheduled  for 
January  1,  1973,  to  January  1,  1972,  to  increase  purchasing  power 
and  to  provide  a  strong  boost  to  the  economy. 

By  Executive  order,  the  President  also  imposed  a  temporary  sur- 
charge of  10  percent  on  imported  goods  under  the  authority  of  the 
Trade  Expansion  Act  of  1962,  to  protect  the  dollar,  to  improve  the 
balance  of  payments,  and  to  increase  U.S.  jobs.^ 

Business  taxation 

The  President  proposed  on  August  15  that  a  tax  credit  generally 
be  provided  equal  to  10  percent  of  the  cost  of  new  machinery  and  equip- 
ment produced  in  the  United  States  and  placed  into  service  on  or 
after  August  16,  1971.  The  credit  would  be  reduced  to  5  percent  after 
August  15,  1972. 

Public  Law  92-178  signed  December  10,  1971,  entitled  the  "Revenue 
Act  of  1971"  ^  provided  a  7-percent  credit  (4  percent  in  the  case  of 


1  See  exhibit  42. 

"  See  exhibits  43  and  46. 


REVIEW  OF  TREASURY  OPERATIONS  37 

certain  public  utility  property)  for  eligible  machinery  and  equip- 
ment ordered  after  March  31,  1971,  or  acquired  after  August  15,  1971. 
The  legislation  provided  that  the  credit  would  not  be  available  for 
acquisition  of  foreign  investment  goods  so  long  as  the  temporary 
import  surcharge  of  10  percent  remained  in  effect.  This  restriction  on 
the  use  of  credit  was  removed  in  December  1971  when  the  10-percent 
surcharge  was  eliminated.  Application  of  the  credit  to  eligible  invest- 
ment in  used  property  was  limited  to  $50,000  per  year.  The  credit  was 
not  applicable  to  property  which  was  being  amortized  under  special 
5-year  amortization  provisions.  The  new  law  provided  that  credits 
arising  before  1971  (under  the  prev'ously  enacted  credit)  be  absorbed 
first,  followed  by  current-year  credits.  The  law  permitted  carryovers 
and  carrybacks  arising  from  post-1970  years.  Certain  recapture  rules 
were  provided  on  property  disposed  of  prior  to  the  end  of  the  useful 
life  of  the  asset. 

The  Revenue  Act  of  1971  also  codified  the  Asset  Depreciation  Range 
(ADR)  system  which  was  adopted  under  regulatory  authority  on 
June  23,  1971.  A  Class  L'fe  System  replaced  the  ADR  and  the  guide- 
line lives  for  years  after  1970.  The  three-quarter  convention  provided 
for  in  the  ADR  regulations  was  eliminated  and  a  half-year  convention 
was  adopted.  Buildings  and  certain  other  real  property  were  excluded 
from  ADR  under  the  1971  regulations,  but  the  act  included  these 
properties  in  the  class  life  system. 

The  1971  Act  also  permitted  the  election  of  5-year  amortization  of 
capital  expenditures  in  acquiring,  constructing,  reconstructing,  or  re- 
habilitating on-the-job  training  facilities  and  child  care  facilities.  The 
rapid  amortization  applies  to  expenditures  made  after  December  31, 
1971,  and  before  January  1,  1977. 

In  addition,  the  1971  Act  provided  employers  with  a  tax  credit  equal 
to  20  percent  of  wages  paid  to  individuals  hired  in  a  trade  or  business 
andef  the  Work  Incentive  Program. 

As  of  the  end  of  fiscal  1972,  no  legislative  action  had  been  taken  on 
the  administration's  bill  (S.  544)  submitted  to  the  Congress  on  Feb- 
ruary 1,  1971,  to  provide  tax  relief  and  incentives  for  small  business. 

Personal  taxation 

The  Revenue  Act  of  1971  increased  the  personal  exemption  for 
tax  year  1971  from  $650  to  $675,  and  for  tax  year  1972  from  $700 
to  $750. 

The  percentage  standard  deduction  at  13  percent  of  adjusted  gross 
income  with  a  $1,500  limitation  was,  beginning  in  1972,  increased 
under  the  act  to  15  percent  of  adjusted  gross  income  with  a  limit  of 
$2,000. 
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The  low-income  allowance  (minimum  standard  deduction)  which 
was  $1,050  for  1971  was  increased  under  the  act  to  $1,300  for  1972 
and  thereafter. 

The  act  also  liberalized  the  child  care  (or  dependent's  care)  deduc- 
tion. Working  couples  or  eligible  working  heads-of-household  were 
permitted  a  deduction  (on  joint  return  only  in  the  case  of  the  couple) 
for  employment-related  expenses  beginning  in  1972  of  up  to  $400  a 
month  for  in-home  help  and  care  of  eligible  invalids  or  dependents 
under  the  age  of  15.  The  maximum  $400  deduction  included  also  out- 
side care  of  children  limited  to  $200  a  month  for  one  child,  $300  for  two, 
and  $400  for  three  or  more.  The  allowable  deduction  per  child  is  re- 
duced if  adjusted  gross  income  exceeds  $18,000.  The  reduction  is  50 
cents  for  every  dollar  of  income  above  $18,000  with  a  complete  phase- 
out  if  the  income  is  $27,000  or  more.  The  deduction  is  permitted  only  if 
the  taxpayer  itemizes. 

The  act  prevents  the  use  of  the  percentage  standard  deduction  on 
the  low-income  allowance  against  unearned  income  received  by  benefi- 
ciaries of  short-term  trusts.  In  addition,  excess  investment  interest 
became  subject  to  the  10-percent  minimum  tax  on  tax  preferences  in 
1972.  To  reduce  the  abuse  of  hobby  losses,  it  is  presumed  that  an  activity 
has  a  profit  objective  if  the  taxpayer  realizes  a  profit,  generally  in  two 
of  the  last  5  years.  In  addition,  the  tax  advantage  of  fann  losses  was 
restricted  for  Subchapter  S  corporations. 

The  1971  Act  allowed  a  tax  deduction  for  political  contributions 
limited  to  $50  ($100  on  a  joint  return)  or  alternatively  a  tax  credit 
of  one-half  of  the  political  contributions  up  to  $12.50  ($25  on  a  joint 
return).  Eligible  contributions  are  for  Federal,  State  or  local  elec- 
tions beginning  in  1972.  In  1973,  an  indixddual  may  elect  to  apply 
$1  ($2  for  a  joint  return)  of  his  Federal  income  tax  liability  to  the 
presidentipl  election  campaign  fund  for  candidates  generally. 

The  gross  income  test  for  filing  1972  individual  income  tax  returns 
(and  subsequent  year  returns)  was  increased  under  the  1971  Act  to 
$2,050  for  a  single  person,  $2,800  for  a  married  cou]:)le,  $3,550  for  a 
married  couple  where  one  spouse  is  65  or  over,  and  $4,300  where  both 
spouses  are  65  or  over. 

Under  the  1971  Act,  new  withholding  rates  and  exemptions  became 
effective  for  wages  paid  after  January  15, 1972.  The  minimum  amount 
of  income  other  than  wages  requiring  estimated  tax  payments  was  in- 
creased from  $200  to  $500  effective  in  1972,  and  the  minimum  salary 
level  was  generally  increased  to  $20,000. 

Excise  taxation 

The  Revenue  Act  of  1971  repealed  the  7-percent  manufacturers 
excise  tax  on  passenger  automobiles  as  of  December  11,  1971.  The 
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act  also  exempted  from  the  10-percent  tax  on  trucks,  trucks  and  trailers 
with  a  gross  vehicle  weight  of  10,000  pounds  or  less.  Provision  was 
made  for  refund  (through  the  manufacturer  or  importer)  of  the  taxes 
levied  on  items  exempted  from  tax  when  held  by  dealers  on  Decem- 
ber 11,  1971,  or  purchased  by  consumers  between  August  16,  1971, 
and  December  10,  1971,  in  the  case  of  passenger  cars,  or  between 
September  23,  1971,  and  December  10,  1971,  in  the  case  of  light-duty 
trucks  and  trailers. 

The  1971  Act  also  provided  for  a  credit  against  the  annual  Federal 
tax  on  coin-operated  gaming  devices  of  any  similar  State  tax,  not, 
however,  to  exceed  80  percent  of  the  Federal  tax. 

Environmental  taxation 

The  proposal  for  a  charge  on  atmospheric  emissions  of  sulphur 
oxides  referred  to  by  the  President  in  his  1971  environmental  message 
was  transmitted  to  the  Congress  on  February  8,  1972.  The  proposal 
would  levy  a  tax  of  15  cents  a  pound  on  sulpliur  emitted  into  the 
atmosphere,  with  a  reduced  rate  of  10  cents,  or  no  tax,  depending  on 
the  air  quality  in  a  region.  No  administration  bill  was  introduced  as  of 
the  end  of  fiscal  1972. 

In  accordance  with  proposals  in  the  President's  1971  and  1972  en- 
vironmental messages,  there  was  transmitted  to  the  Congress  on  Feb- 
ruary 24,  1972,  a  draft  bill  designed  to  encourage  the  restoration  of 
historic  buildings  and  the  rehabilitation  of  older  buildings,  to  preserve 
coastal  wetlands,  and  to  encourage  gifts  of  land  to  be  used  for  con- 
servation purposes.  Tax  measures  incorporated  in  the  draft  bill  are: 
Accelerated  depreciation  methods  for  the  building  restoration  pro- 
posals ;  reduction  of  tax  benefits  related  to  investments  and  improve- 
ments in  coastal  wetlands ;  and  treatment  as  a  charitable  contribution 
of  certain  gifts  of  partial  interests  in  land  to  be  used  for  conservation 
purposes.  This  proposal  was  introduced  as  H.R.  14669. 

Pension  reform 

President  Nixon  forwarded  to  the  Congress  on  December  8,  1971, 
legislation  on  pension  reform.  The  legislation,  H.R.  12272,  known  as 
the  Individual  Retirement  Benefits  Act  of  1971,  would  assist  workers 
not  covered  by  employer-sponsored  retirement  plans  and  improve  the 
retirement  security  of  workers  who  are  covered  by  such  plans.^ 

To  assist  workers  not  covered  by  employer-sponsored  retirement 
plans,  the  bill  provides  a  limited  tax  deduction  for  individual  retire- 
ment savings.  Workers  not  covered  by  plans  would  be  permitted  to  es- 
tablish qualified  individual  retirement  plans  and  make  annual,  tax- 


1  See  exhibit  50. 
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deductible  contributions  to  them  up  to  the  limit  of  the  lesser  of  20 
percent  of  earned  income  or  $1,500.  Workers  already  covered  by  em- 
ployer-sponsored plans  could  also  take  advantage  of  the  proposal  but 
their  deduction  limit  would  be  reduced  by  the  amount  of  employer  con- 
tributions made  on  their  behalf. 

The  bill  also  provides  that  the  rules  governing  retirement  plans  of 
the  self-employed  be  liberalized.  The  current  limits  on  deductible 
retirement  contributions  by  the  self-employed  would  be  raised  from 
the  lesser  of  10  percent  of  earned  income  of  $2,500  to  the  lesser  of  15 
percent  of  earned  income  or  $7,500. 

In  addition,  the  bill  provides  that  employer-sponsored  retirement 
plans  be  required  to  adopt  the  minimum  vesting  standard  known  as 
the  "Rule  of  50"  as  a  condition  of  qualification  for  tax  exempt  status. 
Under  the  Rule  of  50,  a  worker  would  be  50  percent  vested  in  his  ac- 
crued retirement  benefits  when  the  sum  of  his  age  plus  years  of  plan 
participation  totals  50  and  would  receive  an  additional  10  percent 
vesting  each  year  thereafter  until  100  percent  vesting  is  achieved 
5  years  later. 

Public  hearings  on  pension  reform  were  held  in  May  1972  by  the 
House  Ways  and  Means  Committee.  At  the  fiscal  yearend,  the  bill  was 
waiting  action  by  the  Committee. 

The  President  in  his  pension  reform  message  on  December  8,  1971, 
directed  the  Treasury  and  Labor  Departments  to  conduct  a  1-year 
study  of  the  nature  and  extent  of  benefit  losses  resulting  from  pension 
plan  terminations.  Results  of  the  study  will  be  used  to  formulate 
appropriate  Federal  policy  to  resolve  this  problem. 

Property  tax 

The  President  indicated  in  his  state  of  the  Union  message  that  the 
administration  is  studying  the  problem  of  the  property  tax.  He  asked 
the  Advisory  Commission  on  Intergovernmental  Relations  to  study 
the  property  tax  and  to  investigate  the  use  of  other  sources  of  revenue 
including  the  value-added  tax  for  the  purpose  of  financing  public 
school  education. 

Social  security 

Public  Law  92-336,  approved  July  1,  1972,  an  act  to  provide  for  a 
4-month  extension  of  the  present  temporary  level  in  the  public  debt 
limitation,  included  several  amendments  to  the  Social  Security  Act. 
The  legislation  authorized  a  20-percent  increase  in  cash  retirement 
and  disability  benefits  effective  September  1972.  The  benefit  increase 
is  financed  by  an  increase  in  the  limit  on  the  taxable  earnings  base 
from  $9,000  to  $10,000  effective  January  1, 1973,  and  a  further  increase 


REVIEW  OF  TREASURY  OPERATIONS  41 

to  $12,000  effective  January  1, 1974.  The  employee  and  employer  social 
security  taxes  are  each  increased  from  5.2  percent  to  5.5  percent  effec- 
tive January  1,  1973. 

The  law  also  provided  for  automatic  increases  in  benefits  and  the 
taxable  earnings  base.  Benefits  would  be  automatically  increased  if  the 
Consumer  Price  Index  increased  by  at  least  3  j^ercent  during  a  year 
and  no  legislative  benefit  inn-onsos  had  been  enacted  or  become  effective 
in  the  previous  year.  In  any  year  in  which  an  automatic  benefit  in- 
crease becomes  effective,  the  taxable  earnings  base  would  be  auto- 
matically increased  according  to  the  rise  in  the  average  wages  covered 
under  social  security.  Automatic  increases  are  effective  only  after  1974. 

Basic  social  security  revisions  were  receiving  legislative  considera- 
tion at  the  end  of  fiscal  1972.  The  bill  H.R.  1,  known  as  the  Social  Se- 
curity Amendments  of  1971  had  received  House  approval  on  June  22, 
1971.  As  of  June  30,  1972  the  bill  was  still  under  consideration  by  the 
Senate  Finance  Committee. 

Unemployment  insurance 

On  December  29,  1971.  President  Nixon  signed  into  law  H.R.  6065 
(Public  Law  92-224).  Under  a  provision  known  as  the  Emergency 
Unemployment  Compensation  Act  of  1971,  the  Secretary  of  Labor 
is  authorized  to  enter  into  arrangements  with  any  State  having  at  least 
a  6.5-percent  rate  of  unemployment,  by  which  the  State  receives  Fed- 
eral funds  to  pay  emergency  unemployment  compensation  to  individ- 
uals who  have  exhausted  the  overall  limitation  of  39  weeks  for  regular 
and  extended  benefits.  This  limitation  had  been  provided  in  the  per- 
manent program  of  extended  benefits  authorized  by  the  Employ- 
ment Security  Amendments  of  1970.  Public  Law  92-224  allowed  up  to 
13  additional  weeks.  The  extension  is  temporary  with  eligibility  for 
emergency  extended  benefits  terminating  after  June  30,  1972. 

The  financing  of  additional  extended  benefits  are  to  be  paid  from 
the  Federal  extended  unemployment  compensation  account  established 
in  the  1970  amendments.  No  taxes  are  earmarked  to  cover  the  cost  of 
benefits.  Appropriations  from  the  general  revenues  are  authorized  as 
repayable  advances  (without  interest)  to  the  extended  unemployment 
compensation  account.  The  repayment  of  advances  will  occur  only  if 
there  is  to  be  a  distribution  of  State  accounts  of  excess  Federal  tax 
collections  from  the  loan  funds  established  under  1954  legislation 
(Reed  Act)  to  aid  States  with  depleted  reserves.  Such  distributions  are 
authorized  when  all  Federal  acounts  in  the  unemployment  trust  funds 
are  at  a  statutory  ceiling. 

Public  Law  92-329,  approved  on  June  20,  1972,  provided  a  6-month 
extension  of  the  emergency  unemployment  compensation  program  and 
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to  pay  for  the  cost  by  an  increase  in  the  Federal  unemployment  tax. 
The  law  extended  the  termination  of  eligibility  for  emergency 
extended  benefits  after  December  31,  1972.  To  pay  for  emergency  ex- 
tended benefits  paid  after  June  30,  1972,  the  law  provides  a  temporary 
increase  in  the  net  Federal  unemployment  tax  from  0.5  percent  to  0.68 
percent  for  calendar  year  1973  only. 

Administration,  interpretation,  and  clarification  of  tax  laws 

The  Department  of  the  Treasury,  during  fiscal  year  1972,  issued  46 
final  regulations,  11  temporary  regulations,  and  64  notices  of  pro- 
posed rule  making  relating  to  matters  other  than  alcohol,  tobacco, 
and  firearms  taxes.  Of  the  above,  22  of  the  final  regulations,  three  of 
the  temporary  regulations,  and  39  notices  of  proposed  rule  making 
covered  projects  under  the  Tax  Reform  Act  of  1969.  Four  of  the 
temporary  regulations  and  three  notices  of  proposed  rule  making 
covered  projects  under  the  Revenue  Act  of  1971.  In  addition  to  the 
above,  there  were  six  final  regulations  and  four  notices  of  proposed 
rule  making  relating  to  alcohol,  tobacco,  and  firearms  taxes. 

Among  the  subjects  dealt  with  in  Treasury  decisions  and  notices 
of  proposed  rule  making  published  during  the  fiscal  year  were  the 
treatment  of  corporations  qualified  as  a  DISC,  automatic  extensions 
of  time  for  filing  the  individual  income  tax  return  (Form  1040) ,  amor- 
tization of  certain  coal  mine  safety  equipment,  the  50-percent  maxi- 
mum rate  on  earned  income,  reserves  for  losses  on  mutual  savings 
banks,  industrial  development  bonds,  capital  losses,  multiple  corpo- 
rations, investment  credit,  and  charitable  remainder  trusts. 

International  tax  matters 

Legislation^  regulations  and  administrative  procedures. — The 
Treasury  proposal  for  legislation  authorizing  the  formation  of  DISC'S 
(see  1971  Annual  Report,  page  37)  was  considered  by  the  Congress 
and  passed  with  certain  amendments  as  part  of  the  Revenue  Act  of 
1971.  This  legislation,  which  permits  deferral  of  income  taxation  on 
a  portion  of  the  income  of  domestic  corporations  engaged  in  export- 
ing, became  effective  on  January  1,  1972.  In  January  1972,  the  De- 
partment of  the  Treasury  published  a  "Handbook  for  Exporters" 
describing  the  principal  provisions  of  the  DISC  legislation  and  serv- 
ing as  initial  guidance  to  taxpayers  seeking  to  comply  with  the  new 
law.  In  addition.  Treasury  representatives  spoke  before  some  10,000 
persons  attending  seminars  on  the  DISC  program  in  cities  through- 
out the  United  States.  In  the  first  6  months  following  enactment, 
approximately  2,500  DISC  elections  were  filed  with  the  Internal 
Revenue  Service. 
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A  number  of  changes  were  enacted  in  the  Revenue  Act  of  1971, 
which  affect  the  taxation  of  U.S.  citizens  and  corporations  abroad 
and  foreign  investors  in  the  United  States.  These  inchide  amendments 
rehiting  to  the  treatment  of  Virgin  Islands  corporations  seeking 
to  be  treated  as  Western  Hemisphere  trade  corporations,  the  taxa- 
tion of  dividend  distributions  in  the  form  of  property  to  foreign 
corporations,  the  treatment  of  original  issue  discount  from  U.S.  sources 
derived  by  foreigners,  and  a  change  in  the  source  of  the  income  rules 
for  income  from  the  lease  of  ships  or  aircrafts  produced  in  the 
United  States  (which  will  operate  to  make  additional  financing  avail- 
able for  such  production). 

The  Treasury  developed  regulations  under  previously  enacted  tax 
laws,  including  proposed  regulations  under  sections  871  and  881  of 
the  Internal  Revenue  Code,  relating  to  foreign  investors  in  the  United 
States,  and  other  provisions  relating  to  controlled  foreign  corpora- 
tions and  the  foreign  tax  credit. 

Tax  treaties. — Instruments  ratifying  an  income  tax  treaty  with 
Japan  to  replace  the  1955  treaty  were  exchanged  on  June  9,  1972. 
The  treaty  will  take  effect  in  calendar  year  1973. 

A  protocol  to  the  1968  income  tax  treaty  with  France  was  approved 
by  the  U.S.  Senate  on  November  29,  1971,  and  instruments  of  ratifi- 
cation were  exchanged  on  January  21,  1972.  It  is  effective  for  divi- 
dends declared  on  or  after  January  1,  1970.  The  protocol  provides 
for  the  extension  by  France  to  U.S.  portfolio  investors  in  French 
companies  of  the  credit  now  given  to  French  shareholders  for  one- 
half  of  the  50-percent  French  corporate  tax. 

The  new  income  tax  treaty  with  Belgium  was  ratified  by  Belgium 
on  May  18, 1972,  and  the  instruments  of  ratification  were  subsequently 
exchanged  on  September  13,  1972. 

Preliminary  talks  were  held  in  February  with  representatives  of 
Indonesia,  Malaysia,  and  Singapore  on  prospective  income  tax 
treaties  with  those  countries.  Income  tax  treaty  negotiations  were  also 
held  with  Denmark,  Kenya,  Cyprus,  and  Jamaica  during  the  year. 

Discussions  of  an  estate  tax  treaty  were  held  with  representatives 
of  Denmark  and  Germany. 

International  organizations. — Treasury  representatives  participated 
in  the  work  of  the  Committee  on  Fiscal  Affairs  of  the  Organization  for 
Economic  Cooperation  and  Development  (OECD).  Treasury  repre- 
sentatives were  members  of  workino:  parties  on  double  taxation, 
classification  of  taxes,  and  company  taxation.  A  Treasury  repre- 
sentative is  presently  chairman  of  the  Committee. 

Treasury  representatives  al?o  participated  in  a  meeting  of  the 
United  Nations  Group  of  Experts  on  Tax  Treaties  between  developed 
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and  developing  countries  which  continue  to  work  on  designing  appro- 
priate provisions  for  treaties  between  developed  and  developing 
countries. 

Other  tax  developments 

Public  Law  92-138,  approved  October  14,  1971,  extended  the  excise 
tax  on  sugar  from  June  30, 1972,  to  June  30, 1975. 

Public  Law  92-174,  approved  November  27,  1971,  deleted  main- 
tenance and  operation  of  the  Federal  airway  system  from  the 
list  of  functions  to  be  financed  from  the  Airport  and  Airway  Trust 
Fund. 

Public  Law  92-279,  approved  April  26,  1972,  excludes  from  gross 
income  the  entire  compensation  of  members  of  the  Armed  Forces 
and  of  civilian  employees  who  are  prisoners  of  war,  missing  in  action, 
or  in  a  detained  status  during  the  Vietnam  conflict. 

Public  Law  92-336,  approved  July  1,  1972,  an  act  to  increase  the 
temporary  debt  limit,  included  a  provision  which  allowed  losses 
attributable  to  a  disaster  which  occurred  during  the  fii*st  6  months 
after  a  taxable  year  to  be  claimed  as  a  casualty  loss  deduction  begin- 
ning in  taxable  year  1971. 

Six  Public  Laws  were  enacted  during  fiscal  1972  which  exempted 
from  Federal  income  tax,  amounts  received  by  individuals  under 
judgment  payments  to  Indian  tribes:  92-59  approved  July  29,  1971; 
92-164  approved  November  23,  1971 ;  92-206  approved  December  18, 
1971;  92-244  approved  March  9,  1972;  92-253  approved  March  17, 
1972 ;  92-254  approved  March  18, 1972. 

International  Financial  Affairs 
International  monetary  developments 

Introduction. — Fiscal  year  1972  encompassed  the  most  far-reaching 
developments  of  the  post-war  period  in  the  international  monetary 
sphere  and  set  the  stage  for  negotiations  on  basic  reforms  of  the 
international  economic  system  over  the  longer  term.  The  period  was 
highlighted  by  a  rapid  and  severe  deterioration  of  the  international 
payments  situation  and  of  the  U.S.  external  position  to  a  critical 
point;  intensive  currency  speculation  and  a  consequent  massive  ex- 
pansion of  international  liquidity  in  the  form  of  foreign  official 
dollar  balances ;  implementation  of  a  bold  and  comprehensive  economic 
program  by  the  United  States,  including  suspension  of  official  con- 
vertibility of  the  dollar;  a  protracted  period  of  currency  floats; 
negotiation  of  the  first  multilateral  exchange  rate  realignment  in 
history;  and  substantial  progress  on  setting  the  organizational  and 
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substantive  framework  for  essential  negotiations  on  monetary  reform 
over  the  longer  term. 

The  international  monetary  crisis  of  1971. — The  closing  months 
of  the  previous  fiscal  year  had  witnessed  extensive  speculation  on 
the  possibility  of  exchange  rate  changes.  Very  large  movements  of 
liquid  capital  out  of  the  United  States  in  calendar  1970  and  the 
early  months  of  1971  had  been  attributable  primarily  to  the  existence 
of  much  more  attractive  interest  rate  conditions  abroad  than  in  the 
United  States  as  foreign  countries  attempted  to  restrain  inflationary 
pressures  and  the  United  States  implemented  expansionary  policies. 
As  large  flows  continued,  and  were  concentrated  in  movements  into 
a  few  countries,  particularly  Germany,  interest  rate  considerations 
were  increasingly  accompanied  by  speculation  that  some  currencies 
might  be  appreciated  against  the  dollar.  Speculative  factors  became 
dominant  in  late  April  and  early  May  1971,  and  unprecedented  liquid 
capital  inflows  led  on  the  morning  of  May  5  to  the  closing  of  ex- 
change markets  in  Germany,  followed  immediately  by  similar  action 
throughout  Europe  and  in  Canada  and  Japan.  When  markets  were 
reopened  on  May  9  and  10,  the  German  mark  and  the  Dutch  guilder 
were  allowed  to  float.  The  Swiss  and  Austrian  authorities  decided 
to  revalue  their  currencies  by  7.07  percent  and  5.05  percent  respec- 
tively, and  exchange  rate  practices,  controls,  or  both  were  modified 
in  a  number  of  other  countries  in  an  effort  to  moderate  further 
inflows.  These  limited  measures  succeeded  in  dampening  speculative 
sentiment  somewhat  through  the  end  of  fiscal  1971  although  the 
markets  continued  to  be  marked  by  uncertainty. 

It  became  increasingly  evident  during  the  first  two  quarters  of 
calendar  1971  that  the  improvement  of  the  U.S.  trade  and  current 
account  position  which  occurred  in  1970  was  attributable  to  highly 
favorable  cyclical  conditions,  that  the  strengthening  was  only  tem- 
porary, and  that  cyclical  factors  aside,  the  bacic  external  economic 
position  of  the  United  States  was  deteriorating  precipitously. 

The  United  States  had  in  almost  every  year  of  the  past  two  decades 
recorded  deficits  in  its  "basic"  balance  of  payments  (current  and 
long-term  capital  accounts  combined).  But  for  most  of  this  period, 
these  net  deficits  had  been  relatively  small  and  had  occurred  against 
the  backdrop  of  stronger  U.S.  trade  and  foreign  reserve  positions. 
Moreover,  as  the  monetary  system  developed,  these  U.S.  deficits  had 
afforded  foreign  countries  the  only  practical  means  of  earning  badly 
needed  funds  with  which  to  rebuild  their  war-damaged  economies  and 
depleted  foreign  reserves ;  and  U.S.  deficits,  the  counterpart  of  their 
surpluses,  were  warmly  welcomed  in  the  earlier  years  of  the  period. 

As  the  U.S.  balance  of  payments  continued  in  deficit,  the  U.S.  foreign 
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reserves  shrank  gradually;  and  liquid  liabilities  to  foreign  ofEcial 
agencies,  regarded  and  used  abroad  as  official  reserves,  increased.  The 
system  became  dependent  on  continued  U.S.  deficits  as  a  means  of 
expanding  international  liquidity.  Yet  at  the  same  time,  the  process 
began  to  undermine  the  reserve  position  of  the  United  States  and  the 
stability  of  the  dollar,  which  had  become  essential  foundations  of  the 
system.  Economic  realities — the  relative  economic  strengths,  capa- 
bilities, and  competitive  positions  of  nations — had  changed  enormously 
since  the  brief  period  of  almost  complete  U.S.  economic  predominance 
immediately  following  the  war,  but  the  operation  of  the  system  and 
the  behavior  of  countries  within  it  failed  to  adapt  to  the  changing 
underlying  economic  conditions.  Nations  failed  to  recognize  their  grow- 
ing economic  and  financial  strength  and  to  assume  responsibilities  in 
the  areas  of  trade  and  capital  liberalization,  defense  financing  arrange- 
ments, or  exchange  rate  policies,  commensurate  with  that  strength. 
And  the  United  States  continued  to  bear  a  proportion  of  the  mutual 
burdens  in  these  areas  that  was  becoming  increasingly  difficult  to 
sustain. 

In  the  early  sixties,  the  United  States  enjoyed  an  improving  trade 
position  related  to  cyclical  expansion  abroad  and  slack  here  (which 
was,  however,  never  fully  adequate  to  cover  essential  military  and 
foreign  aid  expenditures  and  net  private  capital  flows  abroad).  The 
U.S.  trade  surplus  reached  a  high  point  in  1964,  though  it  was  only 
1.1  percent  of  GNP — a  small  figure  by  comparison  with  many  coun- 
tries today.  Thereafter,  massive  exi:)ansion  of  competitive  foreign 
productive  capacity,  failures  to  liberalize  as  quickly  as  was  appro- 
priate, and  relatively  high  costs  in  the  United  States — all  abetted  by 
the  tendency  to  regard  U.S.  caj^acity  to  sustain  payments  deficits  as 
inexhaustible — combined  to  produce  a  severe  and  lasting  deteriora- 
tion in  the  U.S.  trade  position.  At  the  same  time,  net  outflows  of  long- 
term  capital  also  declined  as  they  were  now  subject  to  controls  and 
restricted  for  the  most  part  to  Canada  and  less  developed  countries. 
Thus,  the  basic  balance  did  not  fully  reflect  the  serious  weakening  of 
the  structure  of  the  U.S.  position. 

As  noted,  the  U.S.  trade  position  rebounded  temporarily  in  1970, 
but  its  underlying  deterioration  reasserted  itself  in  the  last  quarter 
of  1970  and  even  more  aggressively  in  the  first  two  quarters  of  1971. 
By  mid-1971,  the  secular  deterioration  in  the  underlying  jwsition  of 
the  United  States  and  the  exacerbating  factor  of  massive  shifts  of 
liquid  capital  had  converged,  bringing  the  international  payments  sys- 
tem and  the  position  of  the  ITnited  States  to  a  critical  point. 

Shortly  after  the  beginning  of  fiscal  1972,  the  Treasury  conducted 
a  thorough  reassessment  of  the  payments  position  and  prospects.  As 
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of  m'd-1971,  the  U.S.  balance  of  payments  was  in  deficit  at  an  annual 
rate  of  nearly  $23  billion  on  the  official  settlements  basis  in  the  first 
half  of  the  year.  Even  more  disturbing  than  this  unprecedented  figure 
was  the  strong  evidence  that  the  persistent  deterioration  in  our  basic 
payments  accounts,  and  particularly  in  our  trade  position,  had  ac- 
celerated. Internal  forecasts  suggested  the  strong  probability  (later 
confirmed)  of  a  record  deficit  in  the  basic  balance  for  the  second  half 
of  1971,  and  the  1972  outlook  was  for  further  deterioration.  The 
merchandise  trade  account  vrac  expected  to  be  in  deficit  at  an  annual 
rate  of  over  $2  billion  in  the  second  half  of  1971  and  to  deepen  further 
n  1972  to  some  $3  to  $4  billion — the  first  substantial  U.S.  trade  deficits 
in  this  century. 

Cyclical  variations  in  economic  conditions  in  the  U.S.  and  other 
industrial  economies  can  produce  sizable  swings  in  our  payments  posi- 
tion. Thus  the  actual  data  for  any  one  period  of  time  may  not  reflect 
the  true  state  of  the  underlying  position.  As  noted,  in  1970  the  U.S. 
trade  balance  had  improved  considerably  over  the  preceding  year, 
from  a  surplus  of  $0.7  billion  to  one  of  $2.1  billion.  In  fact,  however, 
the  recorded  trade  surplus,  when  adjusted  for  cyclical  factors,  became 
a  deficit  of  $1  billion.  The  comparable  estimate  for  1971  was  a  deficit 
of  about  $314  billion. 

In  an  effort  to  measure  the  extent  of  the  deterioration  in  our  position, 
this  cyclical  adjustment  technique  was  used  to  project  our  position  for 
1972.  On  the  hypothetical  assumption  that  the  United  States  and 
other  major  countries  would  experience  "normal"  or  satisfactory 
high  employment  levels  of  economic  activity,  the  projections  pointed 
to  a  trade  deficit  of  $5  billion.  This  corroborated  earlier  evidence  that 
the  underlying  U.S.  trade  jwsition  Avas  undergoing  a  steady,  sizable 
deterioration,  year  in  and  year  out,  at  least  since  the  middle  1960's.  The 
projections  also  made  it  clear  that  unless  the  trade  position  improved 
substantially,  interest  payments  on  our  liabilities  to  foreigners  would 
rise  almost  as  rapidly  as  income  from  U.S.  investments  abroad,  so 
that  we  could  not  look  to  investment  income  as  a  substitute  for  a  trade 
surplus.  On  a  net  basis,  services  (including  military  expenditures)  and 
private  remittances  could  not  be  expected  to  provide  a  surplus  of 
much  more  than  $1  billion  annually. 

Furthermore,  Government  grants  and  capital  outflows  must  be  ex- 
pected to  continue  at  a  rate  of  more  than  $4  billion,  if  the  United 
States  is  to  maintain  the  minimum  necessary  contribution  to  economic 
development.  Rather  substantial  outflows  of  long-term  funds  for 
private  investment  in  less  developed  countries  and  such  areas  as  Aus- 
tralia, New  Zealand,  and  South  Africa  seemed  likely  to  continue,  while 
flows  of  long-term  foreign  capital  from  Euroj)e  to  the  United  States 
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could  not  be  expected  to  reac^h  a  level  which  would  more  than  offset 
direct  and  portfolio  investment  by  Americans  in  Europe,  Canada,  and 
Japan — even  if  there  were  to  be  a  realignment  of  exchange  rates 
which  made  the  United  States  a  substantially  more  attractive  place  to 
locate  production. 

Thus,  in  view  of  this  Nation's  resix)nsibilities  in  providing  assistance 
to  developing  nations  and  its  economic  role  as  a  moderate  supplier 
of  private  investment  capital  to  the  less  developed  world,  net  outflows 
of  long-term  capital  and  Government  grants  could  not  reasonably  be 
expected  to  fall  below  $6  billion  annually.  In  addition,  the  United 
States  expected  to  continue  to  experience  net  payments  of  more  than 
$1  billion  annually  in  current  account  and  long-term  capital  transac- 
tions, which  cannot  be  specifically  identified,  and  in  nominally  short- 
term  capital  flows  of  a  long-term  nature,  such  as  trade  credits. 

This  assessment  of  the  world  payments  situation  made  it  clear  that 
a  very  sizable  swing  in  the  U.S.  position — and  corresponding  changes 
in  the  positions  of  others — would  be  required  to  restore  reasonable 
international  payments  balance. 

Balance  in  the  U.S.  basic  accounts  would  require  a  current  account 
surplus  large  enough  to  cover  long-term  capital  outflows  and  Govern- 
inent  grant  aid.  Nearly  the  whole  of  that  surplus  would  have  to  be 
found  in  the  trade  account,  at  least  for  a  number  of  years  to  come. 
The  difference  between  the  needed  surplus  and  the  deficit  in  prospect 
if  no  action  was  taken  would  be  massive.  Drastic  action  was  required, 
even  to  restore  the  U.S.  position  to  near-balance. 

These  international  considerations  coincided  with  the  appearance  of 
evidence  that  domestic  recovery  and  the  fight  against  inflation  were 
not  proceeding  satisfactorily.  Decisive  action,  then,  was  called  for 
by  both  domestic  and  international  conditions.  A  strong  domestic 
economy  would  be  essential  to  an  improvement  in  the  international 
position,  and  improvement  in  the  balance  of  payments  would  aid  the 
recovery  of  confidence  and  domestic  economic  activity. 

On  August  15,  1971,  President  Nixon  announced  an  integrated, 
comprehensive  program  aimed  at  restoring  domestic  and  international 
equilibrium  to  the  U.S.  economy.  The  program  had  three  major  and 
closely  related  objectives:  To  solve  the  U.S.  inflation  problem  and 
break  the  inflation  psychology,  to  stimulate  the  economy  and  improve 
efficiency  and  competitiveness,  and  to  strengthen  the  U.S.  position  in 
the  world  economy  and  improve  the  international  monetary  and 
trading  system. 

The  most  important  international  measures  announced  by  the  Presi- 
dent were  the  suspension  of  dollar  convertibility  into  gold  and  other 
reserve  assets  and  the  imposition  of  a  temporary  surcharge  on  dutiable 
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imports.  Important  as  they  were,  these  measures  in  themselves  were 
not  intended  or  expected  to  correct  the  U.S.  payments  position,  but 
were  to  signal  that  comprehensive  and  effective  changes  were  needed, 
both  in  the  more  immediate  world  payments  situation  and  in  the 
more  basic  operating  characteristics  of  the  system. 

Activity  in  the  remainder  of  1971  and  part  of  1972  was  devoted 
largely  to  an  international  search  for  a  solution  to  the  more  immediate 
problems.  The  United  States  believed  that  an  adequate  solution  would 
require  a  substantial  realignment  of  currency  values  and  that  support- 
ing measures  to  reduce  unfair  barriers  to  U.S.  exports  and  improve 
defense  financing  arrangements  should  be  set  in  train. 

The  actions  on  August  15  were  followed  immediately  by  currency 
floats  initiated  by  most  major  countries,  and  by  intensive  consultations 
between  the  United  State.i  and  its  trading  partners  to  explain  fully 
the  U.S.  view  of  the  situation  and  the  extent  of  the  correction  con- 
sidered necessary.  While  the  need  for  a  currency  realignment — and 
a  strengthening  of  the  U.S.  trade  and  current  account  positions — was 
widely  accepted  by  this  Nation's  partners,  it  became  evident  im- 
mediately that  views  differed  sharply  on  the  extent  of  the  changes 
needed.  As  discussions  j^rogressed  bilaterally  and  in  various  inter- 
national forums,  countries  continued  to  intervene  on  the  exchange 
markets  and  to  impose  exchange  control  devices  preventing  the  value 
of  their  currencies  from  floating  "freely" ;  i.e.,  primarily  in  response 
^-0  market  forces. 

The  first  intensive,  multilateral  negotiations  on  the  adjustments  re- 
quired were  held  September  15  and  16,  1971,  at  a  meeting  of  the 
Ministers  and  Governors  of  the  Group  of  Ten  in  London.^  This 
meeting  served  primarily  to  clarify  national  positions  and  to  demon- 
strate that  the  gap  between  positions  on  the  adjustments  needed  was 
wide  indeed.  Further  discussions  were  held  at  the  time  of  the  IMF 
annual  meetings  in  Washington  in  late  September,  and  consideraJble 
progress  was  made  toward  an  acceptable  and  adequate  currency  re- 
alignment at  another  meeting  of  the  Ministers  and  Governors  of  the 
Group  of  Ten  in  Rome,  November  30-December  1, 1971. 

During  the  latter  part  of  1971,  President  Nixon  met  with  the  leaders 
of  several  major  foreign  countries.  The  President,  accompanied  by  Sec- 
retary Connally,  met  with  French  President  Pompidou  and  Finance 
Minister  Giscard  d'Estaing  in  the  Azores  on  December  13-14,  1971.  In 
a  joint  statement  issued  following  those  meetings.  President  Nixon  and 
President  Pompidou  agreed,  inter  alia,  to  work  toward  a  prompt  re- 


1  The  Group  of  Ten  consists  of  Belgium,  Canada,  France,  Germany,  Italy,  Japan,  the 
Netherlands,  Sweden,  the  United  Kingdom,  and  the  United  States.  Switzerland  is  associated 
with  the  Group. 
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alignment  of  exchange  rates  through  a  devaluation  of  the  dollar  and 
revaluation  of  some  other  currencies. 

This  series  of  negotiations  and  the  period  of  exchange  rate  floats 
(with  various  degrees  of  official  interference)  culminated  in  a  final 
meeting  of  the  Group  of  Ten  on  December  17-18,  1971,  at  the  Smith- 
sonian Institution  in  Washington.  At  that  meeting,  agreement  was 
reached  on  a  series  of  interrelated  measures  designed  to  help  resolve 
balance  of  payments  problems,  to  restore  more  settled  conditions  to  the 
exchange  markets,  and  to  provide  a  framework  from  which  longer 
term  monetary  reform  could  evolve.  It  was  agreed  that  discussions 
should  be  promptly  undertaken  on  measures  for  reform,  and  several 
areas  to  which  attention  should  be  directed  were  identified. 

The  agreement '  on  '"near-term"  issues  comprised  : 

— a  new  pattern  of  basic  exchange  rate  relationships  among  the 

countries  concerned ; 
— provisional  arrangements  permitting  up  to  2i/4-percent  margins 
of  exchange  rate  fluctuation  above  and  below  the  new  exchange 
rates ; 
— recognition  that  trade  arrangements  are  a  relevant  factor  in 

assuring  lasting  equilibrium  in  the  international  economy ; 
• — ^agreement  by  the  United  States  to  propose  to  the  Congress  a 
suitable  means  for  devaluing  the  dollar  in  terms  of  gold  as  soon 
as  a  related  set  of  short-term  trade  expansion  measures  were 
available  for  congressional  scrutiny ;  and 
— agreement  by  the  United  States  to  suppress  immediately  the  10- 
percent  import  surcharge  and  related  provisions  of  the  job 
development  credit. 
Developments   since   the  Smithsonian  agreement. — The   new   ex- 
change rates  agreed  at  the  Smithsonian  Institution,  combined  with 
subsequent  rate  changes  by  countries  not   present  at  the  meetings, 
amounted  to  a  substantial  efi^ective  devaluation  of  the  dollar  in  terms 
of  the  currencies  of  the  U.S.  major  trading  partners.  The  U.S.  "con- 
tribution" to  this  realignment  entailed  a  proposal  to  Congress  to  de- 
value the  dollar  in  terms  of  gold  from  $35  to  $38  per  ounce  of  gold. 
Legislation  necessary  for  this  purpose,  and  to  maintain  the  value  of 
U.S.  subscriptions  to  various  international  financial  institutions,  was 
submitted  to  the  Congress  with  related  explanatory  and  background 
material  on  February  9,  1972.-  Final  congressional  action  on  legisla- 
tion authorizing  the  United  States  par  value  change  and  associated 
maintenance  of  value  payments  was  completed  ]\Iarch  31, 1972  (Public 
Law  92-268),  and  the  bill  was  signed  into  law  by  the  President  on 


1  See  exhibit  52  et  seq. 
-  See  exlilbits  55  and  56. 
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April  3, 1972.  Following  necessary  congressional  action  on  appropria- 
tions for  the  required  maintenance  of  value  payments,  the  United 
States  officially  notified  the  I^IF  of  the  change  in  the  dollar's  par  value 
effective  noon,  May  8, 1972.^ 

The  exchange  rate  relationships  agreed  upon  at  the  Smithsonian  In- 
stitution were  reflected  immediately  in  the  market,  as  were  the  provi- 
sionally agreed  wider  margins  of  214  percent  on  either  side  of  the  new 
rates.  Exchange  rate  changes,  accompanied  by  supporting  improve- 
ments in  the  domestic  economy,  are  expected  eventually  to  have  a 
powerful  salutary  effect  on  the  U.S.  competitive  and  trade  positions 
although  the  full  impact  of  exchange  rate  adjustments  is  normally  not 
felt  until  after  a  lag  of  perhaps  2  years.  INIoreover,  the  initial  trade 
effects  of  an  exchange  rate  change  are  likely  to  be  perverse,  tending 
to  run  counter  to  the  objective. 

Some  appear  to  have  expected  the  U.S.  trade  position  to  improve 
immediately  and  substantially  following  the  exchange  rate  realign- 
ment. The  failure  of  such  expectations  to  materialize,  a  continued  posi- 
tive interest  rate  inducement  for  liquid  funds  to  move  to  or  remain  in 
Europe,  and  uncertainties  about  the  operation  of  the  new  system  of 
wider  exchange  rate  margins,  contributed  to  intermittent  flurries  of 
exchange  market  nervousness  and  activity  through  early  March. 
Thereafter,  the  markets  entered  several  months  of  calm,  with  little 
intervention  by  central  banks.  Continuing  U.S.  deficits  on  basic  ac- 
count were  largely  balanced  by  inflows  of  liquid  funds. 

Following  this  period,  which  extended  nearly  to  the  end  of  the  pe- 
riod under  review,  intensive  speculation  developed  in  late  June  in 
anticipation  of  a  change  in  the  exchange  rate  of  the  pound  sterling. 
Although  in  a  fundamentally  strong  current  account  and  basic  bal- 
ance of  payments  position,  the  United  Kingdom  decided  to  allow  the 
pound  to  float  temporarily,  and  most  exchange  markets  were  closed 
temporarily  to  adjust  to  this  development.  As  the  markets  reopened  in 
late  June,  these  pressures  led  to  speculation  that  the  exchange  rate 
relationships  agreed  upon  at  the  Smithsonian  Institution  might  not  be 
defended,  and  this  in  turn  caused  large  speculative  movements  against 
the  dollar  for  a  brief  period. 

Progress  on  longer  term  monetary  reform. — Considerable  progress 
was  made  in  the  latter  half  of  fiscal  1972  on  developing  workable 
forums  for  reform  discussions  and  negotiations  and  on  focusing  atten- 
tion in  the  United  States  and  abroad  on  some  of  the  fundamental 
questions  which  must  be  addressed. 

At  fiscal  yearend,  the  Executive  Directors  of  the  International  Mone- 
tary Fund,  with  full  U.S.  support,  agreed  to  recommend  establishment 


3  See  exhibit  86. 
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of  a  Committee  of  Governors  on  Reform  of  the  International  Monetary 
System  and  Related  Issues.  This  Committee  can  make  an  effective  con- 
tribution to  the  reform  effort.  It  will  have  an  appropriately  broad 
mandate,  enabling  it  to  consider  trade,  capital,  investment  and  devel- 
opment finance  matters  closely  related  to  monetary  reform.  It  will 
reflect  a  desirable  balance  of  national  participation,  and  it  will  be 
capable  of  drawing  on  the  expertise  of  a  wide  range  of  international 
institutions.  The  Committee,  if  approved  as  expected  by  the  end  of 
July,^  is  scheduled  to  hold  its  inaugural  meeting  during  the  week  of 
the  IMF  annual  meetings  September  24-29, 1972. 

The  work  of  this  Committee  will  be  supplemented  by  other  inter- 
national organizations  which  are  in  a  position  to  make  contributions 
to  the  whole  endeavor  in  conjunction  with  the  Committee  of  Twenty. 

A  number  of  specific  subjects  in  the  area  of  monetary  reform  were 
pointed  out  in  the  communique  of  the  Smithsonian  agreement.  These 
include:  The  appropriate  means  and  division  of  responsibilities  for 
defending  stable  exchange  rates  and  for  insuring  a  proper  degree  of 
convertibility  for  the  system;  the  proper  role  of  gold,  of  reserve  cur- 
rencies, and  of  special  drawing  rights  in  the  operation  of  the  system ; 
the  appropriate  volume  of  liquidity ;  reexamination  of  the  permissible 
margins  of  fluctuation  around  established  exchange  rates;  and  other 
measures  dealing  with  movements  of  liquid  capital. 

As  attention  has  turned  from  the  more  immediate  issues  to  long- 
term  reform  of  the  system,  the  United  States  has  felt  it  essential  to 
point  to  fundamental  issues  which  will  underlie  any  specific  monetary 
mechanisms  which  might  be  agreed  upon.  Monetary  issues  cannot  be 
considered  in  a  vacuum.  Full  account  must  be  taken  of  the  interrela- 
tionships with  trading  rules  and  practices,  the  character  and  magnitude 
of  capital  flows,  and  other  questions  of  international  economic  policy. 

Considerable  progress  was  made  toward  tlie  fiscal  yearend  in  iden- 
tifying some  of  these  fundamental  issues  and  interrelationships.  For 
example,  it  is  widely  recognized  that  the  "adjustment  process"  by 
which  surpluses  or  deficits  are  corrected  has  not  been  working  well — 
this  is  the  key  reason  the  system  broke  down.  One  main  factor  behind 
this  inadequate  adjustment  may  be  that  most  advanced  countries  desire 
surpluses.  Over  the  years,  they  have  acted  relatively  quickly  (and  often 
are  forced  to  act)  to  correct  their  deficits.  There  is  no  similar  compul- 
sion to  correct  surpluses.  Yet,  one  country's  surplus  is  another's  defi- 
cit— and  for  too  many  years  the  United  States  had  provided  the 
residual  deficit, 

A  persistent  residual  deficit  for  the  United  States  was  not  consistent, 
ultimately,  with  past  monetary  arrangements.  Many  proposals  for  a 


1  The  Committee  was  formally  approved  by  the  IMF  Governors  on  July  26,  1972. 
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new  system  would  require  much  more  effective  and  rapid  elimination 
of  imbalances.  In  view  of  accumulated  U.S.  deficits  and  the  erosion  in 
U.S.  reserves,  the  United  States  would  need  to  look  forward  to  a  mas- 
sive strengthening  of  its  reserve  position,  the  prospect  of  a  period  of 
surpluses  in  payments,  and  to  longer  term  equilibrium.  Similarly,  other 
nations  could  not,  on  the  average  over  the  years,  continue  their  accus- 
tomed surpluses. 

Such  a  system  of  adjustment  would  appear  to  imply  the  need  for 
strong  incentives  or  penalties  for  corrective  action  by  surplus  countries 
as  well  as  by  deficit  countries,  if  balance  is  to  be  achieved.  A  major 
question  to  be  resolved  relates  to  the  willingness  of  countries  to  accept 
strong  international  disciplines.  If  there  is  no  such  willingness,  then 
monetary  systems  that  depend  for  their  functioning  on  quick  and  effec- 
tive adjustment  simply  will  not  work. 

A  related  question  is  how  adjustment  should  be  made.  For  both 
practical  and  philosophical  reasons,  the  United  States  seeks  a  balance 
of  payments  equilibrium  that  can  be  maintained  without  reliance  on 
controls.  In  present  and  foreseeable  circumstances,  sustainable  balance 
in  accounts  will  require  a  strong  trade  and  current  account  position. 
Yet,  some  other  nations  appear  to  argue  that  capital  outflows  lie  at 
the  heart  of  the  balance  of  payments  problem  of  the  United  States  and 
that  equilibrium  should  be  forced  by  the  indefinite  use  of  controls  on 
investment ;  or,  perhaps,  by  efforts  to  raise  domestic  U.S.  interest  rates 
to  levels  equal  to  or  above  those  prevailing  abroad.  This  is  clearly  an 
issue  which  needs  considerable  discussion  and  examination. 

This  question  is  closely  related  to  the  degree  of  independence  that 
countries  seek  to  maintain  for  domestic  policy.  No  country  can  exist 
in  isolation  and  proceed  oblivious  of  the  effects  of  its  actions  on 
others.  But  a  system  which  unrealistically  presumes  that  domestic 
policies  can  practicably  be  tuned  to  each  twist  and  turn  in  external 
circumstances  would  not  work  for  long. 

Some  countries  with  particularly  close  trading  and  political  links — 
such  as  those  in  the  European  Community — may  perceive  a  greater 
potential  for  coordination  of  internal  and  external  policies  among 
themselves,  an  issue  posed  by  the  drive  for  greater  monetary  unity 
within  Europe.  From  a  global  standpoint,  economic  and  monetary 
union  in  Europe  would  appear  to  present  both  dangers  and  potential 
advantages.  An  aggressively  expanding  preferential  trading  area 
with  highly  protectionist  policies  in  key  sectors  directly  affects  U.S. 
trading  capabilities  and  has  broad  implications  for  the  world  trad- 
ing order  and  the  adjustment  process.  On  the  other  hand,  success  in 
achieving  monetary  unity  in  Europe  could  help  deal  with  one  source 
of  monetary  instability  in  the  past  and  permit  Europe  to  cooperate 
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more  effectively  in  building  an  effective  world  monetary  system.  In 
both  aspects,  trade  and  money,  the  European  Community  is  a 
phenomenon  that  demands  more  thought  as  to  how  it  can  fit  into 
arrangements  consistent  with  the  broader  world  interest. 

Such  a  listing  of  issues  cannot  be  exhaustive,  but  it  points  to  the 
need  for  discussion  and  some  common  appreciation  of  these  basic 
problems.  These  are  some  of  the  major  issues  which  underlie  the  dis- 
cussion on  monetary  mechanics,  and  which  will  form  the  framework 
of  forthcoming  negotiations  on  monetary  reform. 

Foreign  exchange  developments  and  operations 

Exchange  market  disturbances  in  May  1971  were  temporarily  re- 
lieved by  the  decisions  of  Germany  and  the  Netherlands  to  allow  their 
currencies  to  float  in  the  exchange  markets  and  by  the  Swiss  to  revalue 
the  franc.  At  the  beginning  of  this  fiscal  year  the  German  mark  was 
about  4.5  percent  above  its  parity  level  and  the  Dutch  guilder  about 
1.5  percent  above.  The  appreciation  of  these  currencies  in  terms  not 
only  of  the  dollar  but  against  those  of  other  European  countries  had, 
liowever,  raised  apprehension  about  the  stability  of  other  exchange 
rates.  The  continuing  balance  of  payments  deficits  of  the  United 
States,  the  deteriorating  trade  balance,  the  lack  of  visible  progress  in 
curtailing  inflation  and  large  drains  on  U.S.  reserves  also  combined 
to  renew  nervousness  that  resulted  in  a  further  outbreak  of  specula- 
tion in  the  exchange  markets  in  early  August.  During  the  first  2 
weeks  of  August,  about  $5  billion  was  purchased  by  central  banks  in 
Europe  and  Japan  to  maintain  their  exchange  rates  within  the  mar- 
gins prescribed  by  the  IMF.  Only  Germany  and  the  Netherlands 
escaped  this  pressure  as  a  result  of  their  floating  currencies,  which  had 
by  that  time  appreciated  to  7.6  percent  above  parity  for  the  DM  and 
5.1  percent  above  for  the  Dutch  guilder. 

There  was  also  a  decline  of  about  $1.4  billion  in  U.S.  reserve  assets 
during  the  first  6  weeks  of  the  fiscal  year.  This  drain  primarily  took 
the  form  of  an  $862  million  drawing  on  the  IMF  by  the  Treasury 
and  the  sale  of  $191  million  in  gold  to  France.^  Both  operations  were 
in  connection  with  British  and  French  repayments  to  the  IMF  of 
indebtedness  incurred  by  them  in  earlier  years  and  had  no  direct 
relationship  to  the  current  activity  in  the  exchange  markets.  Never- 
theless, this  depletion  of  U.S.  reserves,  at  a  time  when  additional 
claims  on  our  reserves  were  rising  rapidly,  heightened  tensions. 

The  inflow  of  funds  to  various  European  countries  also  called  into 
increased  play  use  of  the  swap  network  among  the  central  banks. 
Extensive  drawings  were  made  by  the  Federal  Reserve  on  swap  lines 


1  See  exhibit  75. 
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in  Swiss  francs,  Belgian  francs  and  sterling  to  provide  exchange 
cover  for  dollar  gains.  With  the  Swiss  franc  swap  lines  fully  utilized, 
the  Treasury  also  issued  a  Swiss  franc  denominated  security. 

The  President's  August  15  announcements  of  inconvertibility  of 
the  dollar,  a  temporary  10-percent  surcharge  on  imports,  and  other 
measures  provoked  a  mixed  response  from  abroad.  Most  of  the  cur- 
rencies of  the  Group  of  Ten  were  allowed  to  float  as  the  mark  and 
the  guilder  had  been  doing  since  INIay,  and  the  Canadian  dollar  since 
June  of  1970.  The  French,  however,  established  a  dual  rate  system 
pursuant  to  which  they  continued  to  peg  the  commercial  franc,  which 
could  be  used  for  trade  transactions  and  transactions  closely  related 
to  trade.  A  financial  franc  for  all  other  transactions  was  allowed  to 
float.  Belgium,  which,  for  a  number  of  years,  had  had  a  dual  rate 
system,  took  measures  to  strengthen  it  but  allowed  both  rates  to  float. 
Japan  continued  to  peg  its  exchange  rate  for  several  weeks  but  by 
September  had  chosen  also  to  float. 

The  freedom  with  which  currencies  were  allowed  to  float  varied 
considerably.  The  Swiss  franc,  Belgian  franc,  and  Dutch  guilder 
were  not  subjected  to  central  bank  intervention  in  the  exchange  mar- 
kets between  August  and  the  setting  of  central  rates  in  late  December. 
On  the  other  liand,  the  appreciation  of  sterling  and  the  Japanese  yen 
was  reduced  by  market  intervention,  and  at  times  Germany  engaged 
in  both  spot  and  forward  operations  to  influence  the  exchange  rate 
for  the  DM. 

The  period  of  generally  floating  exchange  rates  came  to  a  halt  when 
the  Smithsonian  agreement  was  reached  providing  for  a  general  re- 
alignment of  exchange  rates  to  new  fixed  par  values  or  central  rates. 
This  agreement  included  an  8.57-percent  devaluation  of  the  dollar 
as  well  as  appreciation  by  some  other  currencies.  Only  Canada  chose 
to  continue  temporarily  its  floating  exchange  regime.  It  was  estimated 
that  on  an  average  basis,  weighted  by  trade  among  the  countries  in- 
volved, excluding  Canada,  the  dollar  had  improved  its  competitive 
position  by  about  12  percent. 

After  exchange  markets  reopened  following  the  general  realignment 
of  rates,  the  dollar  traded  above  par  against  all  of  the  major  cur- 
rencies, and  many  were  near  the  lower  of  their  support  points  which 
had  now  been  widened  to  214  percent  on  either  side  of  the  new  parities 
or  central  rates.  A  reflow  of  funds  took  place,  estimated  at  over  $2 
billion,  in  the  final  days  of  December.  Most  of  this  reflow  was  out  of 
sterling,  French  francs,  and  the  Jaj3anese  yen. 

Rates  began  to  firm  against  the  dollar  in  the  new  year  and  interven- 
tion, while  relatively  modest,  shifted  to  dollar  purchases  by  various 
European  countries  and  Japan  in  January  and  February.  By  early 
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March  doubts  had  arisen  in  the.  exchange  markets  as  t«  the  willing- 
ness of  some  of  the  European  central  banks  to  defend  the  rates  agreed 
upon  by  the  continued  purchase  of  dollars,  which  remained  inconvert- 
ible. There  was  a  testing  of  their  resolve  which  brought  the  Dut€h 
guilder  and  Belgian  franc,  among  other  currencies,  under  pressure, 
but  which  evaporated  in  the  coui-se  of  a  week  as  it  became  apparent 
the  Smithsonian  rate  structure  would  be  held. 

Thereafter,  relative  calm  prevailed  in  the  exchange  markets  until 
mid-June,  when  the  pound  sterling  came  under  attack.  Although  the 
pound  had  been  trading  above  par  against  the  dollar,  it  had  been 
near  the  lower  portion  of  the  narrower  band  within  which  the  cur- 
rencies of  the  European  Economic  Community  were  allowed  to  trade 
among  themselves.  Because  the  stronger  European  currencies  were 
near  their  upper  limits  against  the  dollar,  the  pound  could  not  fall 
below  par  without  triggering  the  need  for  intervention  among  the 
EEC  countries  in  their  own  currencies. 

The  result  of  the  attack  on  the  pound  and  the  EEC  arrano^ement  to 
keep  their  currencies  within  2I/4  percent  of  each  other  was  that,  while 
the  pound  rate  fell  lower,  it  could  not  take  full  advantage  of  its 
margin  against  the  dollar,  whereas  the  stronger  EEC  currencies,  which 
encompassed  most  of  the  others  except  the  Italian  lira,  were  pulled 
below  their  ceilings  in  which  circumstance  they  appeared  to  be  a  good 
buy  to  those  having  a  need  for  or  wishing  to  speculate  in  those 
currencies. 

Although  British  reserves  were  high  and  had  been  rising  and  the 
current  account  as  well  as  overall  payments  position  was  in  surplus, 
the  pound  came  under  heavy  attack.  After  losses,  placed  by  British 
authorities  at  $2.5  billion,  it  was  announced  that  the  pound  would 
float  and  temporarily  observe  neither  the  narrower  EEC  band  nor  the 
wider  margins  agreed  at  the  Smithsonian.^  Denmark,  another  expected 
entrant  to  the  EEC  that  had  observed  its  narrower  band,  also  with- 
drew from  the  EEC  arrangement  but  continued  to  maintain  the  mar- 
gins around  the  parity  agreed  at  the  Smithsonian. 

The  withdrawal  of  sterling  from  the  Smithsonian  rate  agreement 
again  raised  questions  as  to  whether  other  currencies,  including  the 
stronger  ones,  might  not  also  decide  to  cease  support  at  the  agreed 
levels.  Tliere  was  considerable  press  discussion  in  Europe  that  the 
EEC  might  float  as  a  bloc  against  the  dollar.  Predictably,  when  ex- 
change markets  reopened  after  several  days  of  closure,  the  dollar 
came  under  pressure  against  the  German  mark,  French  franc,  Dutch 
guilder,  Belgian  franc,  and  Swiss  franc.  The  Italian  lira,  which  was 
now  the  weaker  currency  still  observing  the  narrower  EEC  band,  was 
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under  pressure  from  the  opposite  direction  and  was  required  to  sup- 
port the  lira  from  falling  below  parity  with  the  dollar.  The  pressure 
was  not  extreme  in  the  closing  days  of  June  but  became  intense  in  July 
as  the  new  fiscal  year  began. 

The  period  was  marked  by  a  prolifei'ation  of  exchange  controls 
designed  by  other  countries  to  curb  capital  inflow  of  dollars.  A  num- 
ber of  measures  were  taken  during  the  period  of  floating  rates  prior 
to  December  18,  1971.  A  moderate  relaxation  in  a  few  centers  followed 
the  exchange  rate  realignment,  but  as  1972  progressed,  new  controls 
were  instituted  and  extensive  new  measures  were  taken  at  the  close 
of  the  fiscal  year  and  in  the  opening  days  of  July  as  countries  con- 
tinued to  defend  the  rates  fixed  by  the  Smithsonian  agreement. 

Treasury  exchange  and  stabilization  agreements 

There  were  no  new  exchange  agreements  entered  into  during  the 
year  or  operations  under  existing  agreements.  The  agreement  with  the 
Bank  of  Mexico  for  $100  million  was  renewed  on  December  31,  1971, 
but  the  agreement  with  the  Central  Bank  of  Venezuela  was  not  re- 
newed when  it  expired  on  March  18, 1972. 

International  Monetary  Fund^ 

Large  movements  of  liquid  funds  into  foreign  central  banks'  re- 
serves, and  a  continued  strengthening  of  the  underlying  payments 
positions  of  foreign  countries  during  the  period,  enabled  the  major 
industrial  countries  to  avoid  recourse  to  IMF  credit  and  facilitated 
the  repayment  of  large  amounts  due  the  IMF  in  fiscal  1972,  continuing 
the  pattern  set  in  the  previous  year. 

Purchases  of  currency  (drawings)  by  IMF  members  tota-led  $1.9 
billion  during  fiscal  1972,  up  slightly  from  drawings  of  $1.5  billion  in 
the  preceding  fiscal  year.  Drawings  by  the  United  States  amounted  to 
$1.1  billion,  more  than  half  of  the  total,  reflecting  the  serious  deteriora- 
tion in  the  balance  of  payments  position  of  the  United  States.  The 
drawings  by  the  United  States  were  within  the  U.S.  gold  tranche  in 
the  IMF  and  represented  a  use  of  U.S.  reserves  rather  than  credit 
from  the  Fund.  The  unusually  wide  distribution  of  currencies  drawn 
reflected  the  broad  pattern  of  foreign  balance  of  payments  surpluses 
and,  consequently,  relatively  stronger  currencies.  The  currencies  of 
the  major  industrial  countries  were  drawn  in  the  following  amounts 
(in  dollar  equivalents)  :  Dutch  guilders,  $447.0  million;  Belgian 
francs,  $415.0  million ;  German  marks,  $311.9  million ;  British  pounds. 


1  The  par  value  of  the  dollar  was  reduced  effective  May  8.  1972.  The  bulk  of  the  trans- 
actions discussed  in  this  section  occurred  prior  to  that  date,  and  all  figures  reported 
herein  are  reported  in  predevaluation  dollars  in  order  to  avoid  distortions  due  to  valuation 
changes. 
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$254.7  million ;  French  francs,  $157.8  million :  Canadian  dollai-s,  $135.9 
million:  Japanese  yen,  $105.0  million;  and  Italian  lire.  $48.9  million. 
The  U.S.  balance  of  payments  was  in  serious  deficit  throughout  the 
period,  and  no  drawings  were  made  in  U.S.  dollars. 

Currency  repurchases  (repayments)  totaled  $2.5  billion,  consisting 
primarily  of  $1.4  billion  by  the  United  Kingdom  and  $0.6  billion  by 
France,  which  fully  liquidated  their  debts  to  the  Fund.  The  balance  of 
the  British  debt  to  the  IMF,  totaling  $1,150  million  equivalent,  was 
liquidated  in  April  through  repurchases  in  various  currencies  totaling 
$950  million  and  a  related  U.S.  drawing  of  $200  million  equivalent  of 
])ounds  sterling,  whicli  had  the  effect  of  reducing  IMF  holdings  of 
sterling  and,  consequently,  the  amount  the  United  Kingdom  had  to 
repay.  Repurchases  were  concentrated  in  the  currencies  of  industrial 
European  countries,  Canada,  and  Japan,  and  in  SDR  and  gold.  IMF 
holdings  of  dollars  exceeded  75  percent  of  the  U.S.  quota  in  the  IMF 
throughout  the  period,  and,  consequently,  dollars  were  not  eligible  for 
use  in  repurchases. 

As  of  June  30,  1972,  cumulative  drawings  from  the  beginning  of 
IMF  operations  amounted  to  $24.6  billion,  of  which  $7.9  billion  was 
in  U.S.  dollars;  cumulative  repurchases  amounted  to  $15.2  billion,  of 
Avhich  $4.6  billion  was  in  U.S.  dollars. 

The  IMF  repaid  the  balance  of  outstanding  borrowings,  totaling 
$152  million,  under  the  General  Arrangements  to  Borrow  (GAB) ,  and 
also  liquidated  the  remaining  $125  million  of  outstanding  bilateral 
borrowings  from  Japan.  As  of  June  30,  1972,  amounts  available  under 
the  GAB  totaled  the  equivalent  of  $5.8  billion. 

The  large  drawings  by  the  United  States  (and  several  small  transac- 
tions of  an  administrative  nature)  resulted  in  a  $1,029  million  reduc- 
tion in  the  U.S.  reserve  position  in  the  IMF.  As  of  June  30,  1972,  the 
U.S.  reserve  position  amounted  to  $400  million  (in  "predevaluation" 
dollars;  $434  million  at  the  current  valuation),  consisting  of  the 
balance  of  the  U.S.  gold  tranche  position. 

Organization  for  Ekronomic  Cooperation  and  Development 

The  nth  Ministerial  Council  meeting  of  the  OECD  in  Paris  May 
24-26,  1972,  focused  much  of  its  attention  on  international  monetary 
and  trade  issues  in  preparation  for  the  forthcoming  negotiations  re- 
garding monetary  reform  in  the  IMF  and  on  international  trade  in 
GATT.  In  this  context,  the  Ministers  called  for  further  work  by  the 
Organization  in  the  balance  of  payments  field,  with  particular  atten- 
tion to  be  given  to  the  balance  of  payments  aims  of  member  countries, 
to  the  respective  responsibilities  for  balance  of  payments  adjustment 
of  surplus  and  deficit  countries,  and  to  the  problems  of  dealing  with 
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short-term  capital  flows.  The  Ministers  also  recognized  that  some 
important  questions  arise  from  the  interrelationship  between  issues 
in  the  area  of  trade  and  international  monetary  reform,  and  agreed  that 
the  OECD  has  an  important  role  to  play  in  analyzing  and  consulting 
on  international  monetary,  trade,  investment  and  related  economic 
issues,  including  particularly  their  interrelationships.  Under  Secretary 
for  Monetary  Affairs  Volcker  represented  the  Department  of  the 
Treasury  on  the  U.S.  Delegation  to  the  Ministerial  meeting.^ 

Working  Party  3  of  the  Economic  Policy  Committee  on  Policies 
for  the  Promotion  of  Better  International  Payments  Equilibrium 
turned  much  of  its  attention  during  the  year  to  problems  related  to 
the  Smithsonian  agreement  on  realignment  of  currencies.  Prior  to  the 
agreement,  the  Working  Party,  at  the  request  of  tlie  Ministers  and 
Governors  of  the  Group  of  Ten,  prepared  an  assessment  of  the  scale 
of  the  balance  of  payments  adjustment  required.  Following  the  agree- 
ment, the  Working  Party  monitored  both  the  prospects  for  a  more 
appropriate  pattern  of  current  account  balances  among  the  major 
industrial  countries  in  light  of  the  realignment,  and  the  problems  of 
the  transitional  period  before  the  exchange  rate  and  other  measures 
negotiated  at  the  Smithsonian  could  be  expected  to  have  their  full 
effect.  Under  Secretary  Volcker  continued  as  chairman  of  the  U.S. 
Delegation  to  this  Working  Party. 

The  Department  of  the  Treasury  continued  to  participate  actively 
in  other  work  of  the  OECD.  Deputy  Under  Secretary  Bennett  served 
as  the  Treasury  member  of  the  U.S.  Delegation  to  the  Economic  Policy 
Committee.  Assistant  Secretary  Fiedler  acted  as  Alternate  Representa- 
tive in  the  U.S.  Delegation  to  the  EPC  Working  Party  on  Costs  of 
Production  and  Prices.  Another  EPC  working  party  in  which  Treas- 
ury participates,  on  Policies  for  the  Promotion  of  Economic  Growth, 
completed  a  major  work  on  "Expenditure  Trends  in  OECD  Countries, 
1960-80."  The  Committee  on  Fiscal  Affairs,  of  which  a  Treasury  offi- 
cial was  reelected  chairman,  began  a  comprehensive  new  program  of 
studies  in  the  tax  policy  area.  The  Committee  on  Financial  Markets, 
in  which  Deputy  Assistant  Secretary  Gates  participated,  approved 
and  saw  publication  of  the  report  of  one  of  its  subgroups  (chaired  by 
a  Treasury  official)  on  standard  rules  for  mutual  fund  operations.  The 
Department  pursued  its  practice  of  close  involvement  in  the  work  of 
the  Development  Assistance  Committee,  the  Trade  Committee  (includ- 
ing meetings  of  its  Group  on  Export  Credits,  to  which  a  Treasury 
official  leads  the  U.S.  delegation)  and  the  Committee  for  Invisible 
Transactions.  In  addition,  a  Treasury  official  served  as  the  U.S.  observ- 
er on  the  Managing  Board  of  the  European  Monetary  Agreement. 


1  See  Exhibit  67. 
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U.S.  balance  of  payments 

Fiscal  1972  developments. — The  balance  on  recorded  current  and 
long-term  capital  transactions  was  in  deficit  by  $10.6  billion  in  fiscal 
1972  compared  with  a  deficit  of  $5.5  billion  in  fiscal  1971  (see  table). 
The  net  liquidity  balance  was  in  deficit  in  fiscal  1972  by  $19.2  billion 
and  the  official  reserves  transactions  balance  by  $22.0  billion.  This 
was  a  continued  substantial  deterioration  from  the  preceding  year 
when  the  two  balances  were  in  deficit  only  $10.0  billion  and  $16.9  bil- 
lion, respectively. 

Both  the  liquidity  and  official  reserve  transactions  deficits  in  fiscal 
1972  reflected  unusually  large  unrecorded  outflows  of  funds,  as  indi- 
cated by  the  $7.6  billion  errors  and  omissions  figure.  Although  the 
errors  and  omissions  figure  has  tended  to  be  negative  for  some  years 
and  is  believed  to  include  about  $1  billion  of  unrecorded  current  and 
long-term  capital  outflows,  it  seems  likely  that  the  unusually  large 
figures  in  the  second  half  of  fiscal  1971  and  the  fii-st  half  of  fiscal  1972 
represented  short-term  capital  outflows  in  anticipation  of  exchange 
rate  changes. 

The  balance  of  trade  deepened  its  slide  into  a  deficit  which  reached 
$5.6  billion  for  fiscal  1972.  The  decline  occurred  principally  due  to 
spiraling  imports  which  grew  by  $7.2  billion,  while  exports  grew  by 
only  $1.4  billion,  even  less  than  they  did  in  FY  1971.  The  import  rise 
was  primarily  in  manufactured  goods  and  oil.  Serious  dock  strikes 
at  Atlantic  and  Gulf  ports  in  October  and  November,  and  earlier  at 
West  Coast  ports,  held  up  both  exports  and  imports  in  these  months 
but  prolmbly  had  little  impact  on  the  magnitude  of  the  overall  trade 
deficit. 

The  unfavorable  change  in  the  trade  balance  was  in  part  due  to 
cyclical  developments  here  and  abroad  which  accelerated  imports. 
To  some  extent,  the  rise  in  imports  may  have  reflected  an  acceleration 
of  purchases  in  anticipation  of  trade  restrictions. 

The  currency  realignments  are  expected  to  be  of  benefit  to  the 
U.S.  trade  balance  over  the  long  run,  but  their  initial  impact  was  prob- 
ably adverse,  as  anticipated. 

The  total  balance  on  goods  and  services  recorded  a  deficit  of  $3.2 
billion  compared  with  a  surplus  of  $2.9  billion  reported  in  FY  1971. 
Americans  continued  to  spend  more  in  foreign  travel  than  foreigners 
did  here,  widening  the  gap  in  FY  1972  to  a  margin  approaching  2  to  1. 

The  balance  on  current  account  posted  its  largest  deficit  ever — total- 
ing $7.0  billion  in  FY  1972  as  compared  with  the  $0.4  billion  deficit  in 
the  previous  year.  The  deficit  was  particularly  pronounced  in  the 
second  half  of  the  fiscal  year  when  it  averaged  $2.3  billion  per  quarter. 

One  positive  area  in  an  otherwise  bleak  picture  was  long-term  capi- 
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U.S.  balance  of  payments,  fiscal  years  1971-72* 
[In  millions  of  dollars] 


Fiscal  1971   Fiscal  1972  ■ 


Fiscal  1972 


Trade  (balance-of-payments  basis)  ' 

Exports _ _ _ 

Imports .- 

Travel 

Receipts 

Payments _ 

Military _ _ 

Receipts 

Payments _ 

Dividends,  interest  and  branch  profits 

Receipts 

Payments 

Other  services _ 

Balance  on  goods  and  services  2 

Private  remittances,   government   pensions,   and  other 

transfers.  _ _ _ .  _ _ .  _ 

U.S.  Government  economic  grants.. 

Balance  on  current  account... ..- 

U.S.  Government  capital,  net ' —1,990  —1,200 

U.S.  direct  investment  abroad.  - .-. —4,459  —3,664 

Purchases  and  sales  of  foreign  securities —1,658  —913 

U.S.  long-term  bank  and  nonbank  claims —263  —1, 117 

Total  transactions  in  long-term    U.S.   capital  in- 
vested abroad —8,270  —6,894          —3,683           —3,311 

Total   long-term   foreign   capital   invested   in   the 

United  States  < 3,223  3,285                869              2,416 

Balance  on  current  account  and  long-term  capital —6,481  —10,599         —5,098           —5,501 

Nonliquid  short-term  capital  5 —1,028  —1,697  —1,671  —126 

SDRallocation 792  714  358  356 

Errors  and  omissions _ —4,244  —7,626  —7,398  —227 

Net  liquidity  balance  6 —9,961  —19,207  —13,709  —5,498 


1st  half 

2d  half 

207 

—6,668 

-1, 966 

—3, 602 

42, 894 

44,316 

-49, 883 
-2,061 

21,043 

—23,  009 

—904 

23,272 
—26  874 

-      —42, 687 

—1,  783 

—1,167 

2, 368 

2,645 
-4, 606 
-3, 325 

1,278 
—2, 182 
—1,531 

1  267 

—4, 151 

—2, 424 

—3,  Oil 

—1, 794 

1,791 

1,553 

-4, 878 
6,648 

897 

—2, 428 

2,951 

656 

—4, 802 

—2, 460 

5,263 

2,597 

9, 906 

10, 903 

-5, 355 

2,239 

6,562 

—2,  611 

1,004 

5,341 

—4, 642 

—2,  744 

2, 197 

1,236 

2, 873 

-3, 167 

—446 

—2,  721 

—1,469 

-1, 838 

-434 

—1, 672 
-2, 251 
-6,  990 

-806 
-1, 132 
—2,384 

—766 
—1,119 
—4, 606 

—707 

—493 

-2, 198 

—1, 466 

—176 

-737 

—602 

—615 

Changes  in  net  liquid  liabilities  to  private  foreigners —6,909         —2,791         —4,170  1,379 

Balance  on  official  reserve  transactions —16,870       —21,998        —17,879  —4,119 


301 

544 

—211 

-349 

74 

-181 

843 

184 

Changes  in  Reserve  Assets  (4-  =  decrease): 

Gold .-  1,382  846 

SDR —365  —560 

Convertible  currencies 810  —107 

IMF  gold  tranche  position _ 922  1,027 

Changes  in  U.S.  liabilities  to  foreign  official  agencies  (+  = 

increase) 14,121  20,793           16,872              3,921 

*A11  data  are  based  on  seasonally  adjusted  quarterly  data. 
Differences  between  these  figures  und  those  published  by  the  Bureau  of  the  Census  are  due  to  adjust- 
ments for  valuations,  timing,  coverage  and  to  the  exclusion  of  DOD  military  export  sales  and  military 
import  purchases. 

2  Equal  to  net  exports  of  goods  and  services  in  national  income  and  product  accounts  of  the  United  States. 

3  Includes  nonscheduled  debt  repayments  to  the  United  States. 

*  Includes  U.S.  Government  ncnliquid  liabilities  to  other  than  foreign  official  reserve  agencies. 

5  Includes  certain  U.S.  short-teiTn  bank  and  nonbank  claims  and  all  short-term  liabilities  of  nonbanks. 

6  Differs  from  old  liquidity  basis  by  treating  some  short-term  bank  and  nonbank  claims  and  "nonliquid" 
liabilities  to  foreign  official  reserve  agencies  as  below  the  line  items. 

Source:  Department  of  Commerce,  "The  U.S.  Balance  of  Payments:  Revised  Presentation,"  Survey 
of  Current  Business,  June  and  September  1972. 

tal  transactions.  Total  U.S.  capital  transfers  abroad  declined  from  the 
fiscal  1971  figure  of  $8.3  billion  to  a  1972  total  of  $6.9  billion.  This  de- 
cline was  caused  by  a  reduction  of  U.S.  Government  capital  from  $2.0 
billion  in  1971  to  $1.2  billion  in  1972  (partly  offsetting  a  rise  in  Gov- 
ernment grants),  and  by  a  major  reduction  in  the  net  purchase  of  for- 
eign securities  by  Americans  from  $1.6  billion  to  less  than  $1  billion. 


62  1/9  7  2    REPORT    OF    THE    SECRETARY    OF    THE    TREASURY 

Most  of  this  decline  reflects  a  shift  by  U.S.  investors  from,  net  pur- 
chases to  net  liquidations  of  foreign  stocks.  Capital  transfers  for  U.S. 
direct  investment  abroad  were  $3.7  billion,  about  $0.8  billion  less  than 
in  fiscal  1971.  On  the  other  hand,  U.S.  long-term  bank  and  nonbank 
claims  rose  from  $0,3  billion  to  over  $1.1  billion  in  fiscal  1972. 

The  United  States  has  generally  run  a  deficit  in  its  balance  on  cur- 
rent and  long-term  capital  transactions  for  more  than  10  years.  Prior 
to  1965,  this  deficit  averaged  less  than  $1  billion.  It  averaged  over  $2 
billion  in  the  1965-68  calendar  years,  and  $3  billion  in  1969-70.  But 
since  that  time  the  balance  deteriorated  further:  In  fiscal  1971  the 
deficit  was  $5.5  billion ;  in  fiscal  1972  it  rose  to  $10.6  billion. 

The  unprecedented  increase  in  the  deficit  balance  on  official  reserve 
transactions  to  a  total  of  $22.0  billion  occurred  largely  in  the  first  half 
of  fiscal  1972.  In  the  second  half,  after  the  Smithsonian  agreement  was 
concluded,  the  deficit  declined  sharply.  In  part,  the  improvement  in 
the  balance  reflected  a  sharp  decline  in  U.S.  capital  outflows — mainly 
through  unrecorded  transactions,  and  in  part  the  absorption  of  some 
of  the  net  dollar  outflow  by  private  foreigners,  resulting  in  the  first 
increase  in  private  foreign  holdings  of  liquid  dollar  assets  since  1969. 

In  fiscal  1972,  U.S.  liabilities  to  foreign  official  agencies  posted  an 
alltime  increase  of  $20.8  billion  following  an  increase  of  $14.1  billion 
in  fiscal  1971.  In  the  first  quarter  after  the  Smithsonian  agreement  for- 
eign official  agencies  increased  their  dollar  holdings  by  $3.3  billion,  and 
in  the  following  quarter  the  increase  lessened  to  about  $600  million, 
most  of  which  was  associated  with  another  speculative  flurry  at  the 
end  of  that  period. 

International  development  banks 

During  fiscal  1972  substantial  progress  was  made  toward  increasing 
the  lending  resources  of  each  of  the  institutions  in  which  the  United 
States  has  membership — the  International  Bank  for  Reconstruction 
and  Development  (IBRD  or  World  Bank),  the  Inter- American  De- 
velopment Bank  (IDB),  and  the  Asian  Development  Bank  (ADB). 
These  efforts  among  member  nations  covered  special  increases  in  sub- 
scriptions to  the  World  Bank  paralleling  special  quota  increases  in  the 
IMF,  a  third  replenishment  of  the  resources  of  the  World  Bank's 
concessional-loan  affiliate,  the  International  Development  Association 
(IDA),  increases  in  the  Ordinary  Capital  and  the  Fund  for  Special 
Operations  (FSO)  of  the  IDB,  and  a  contribution  to  the  ADB's 
Special  Fmids.  During  fiscal  1972,  Treasur}^  officials  testified  many 
times  before  Congress  in  support  of  required  authorizing  and  appro- 
priations legislation.^  By  the  end  of  the  year,  all  proposed  increases 


1  See  exhibits  59,  60,  and 
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had  been  authorized  b ,  Congress,  but  appropriations  for  the  IDA, 
IDB-FSO,  and  ADB  Special  Funds  originally  scheduled  for  fiscal 
1972  were  delayed  to  fiscal  1973. 

The  World  Bank  group 

The  IBRD  and  its  affiliates,  the  IDA  and  the  IFC,  committed  a  total 
of  $3.1  billion  during  the  fiscal  year — almost  20  percent  more  than  in 
fiscal  1971 — for  financing  economic  development  projects  in  the  mem- 
ber countries.  The  IBRD  made  new  loans  to  its  members  totaling  $1,966 
million,  $45  million  more  than  in  the  previous  fiscal  year.  While  the 
bulk  of  its  lending  operations  continued  to  be  for  transportation, 
power,  agriculture  and  industry,  there  was  a  sharp  increase  in  loans 
for  education.  IDA  credits  increased  sharply  from  $584  million  in 
1971  to  $1  billion,  with  agriculture  and  transportation  the  major 
lending  sectors.  IFC  investments  in  equity  and  loans  to  the  private 
sector  without  government  guarantee  totaled  $116  million  for  manu- 
facturing and  tourism. 

The  loan  operations  of  the  World  Bank  are  financed  by  paid-in 
capital  subscriptions,  funds  borrowed  in  capital  markets,  sales  of 
participations,  principal  repayments  on  loans,  and  earnings  on  loans 
and  investments.  During  the  year  the  Bank's  outstanding  funded  debt 
increased  by  $1,527  million,  of  which  $385  million  reflected  the  results 
of  exchange  realignments,  to  the  equivalent  of  $6,951  million.  The 
debt  is  denominated  chiefly  in  U.S.  dollars  ($3,550.8  million) ,  Deutsche 
marks  ($1,754.8  million  equivalent),  Japanese  yen  ($665.6  million 
equivalent) ,  and  Swiss  francs  ($340.4  million  equivalent) . 

The  World  Bank's  borrowings  during  the  year  reached  a  new  peak 
of  $1,744  million^  equivalent  compared  with  $1,368  million  in 
1971  and  $735  million  in  1970.  The  Bank  made  two  issues  aggregating 
$425  million  in  the  United  States  during  fiscal  1972.  Borrowings  in 
Germany  amounted  to  DIM  1,250  million. 

The  $1,744  million  borrowed  by  the  World  Bank  in  fiscal  1972 
included  $1,264  million  equivalent  sold  to  raise  new  funds  and  $480 
million  equivalent  of  refundings.  The  principal  source  outside  the 
United  States  was  Germany,  which  lent  $341  million  equivalent  in 
public  offerings  and  private  placements.  In  addition,  the  Bank  signed 
a  loan  agreement  with  the  Bank  of  Japan  to  borrow  up  to  $278  mil- 
lion equivalent  over  the  period  ending  December  30,  1972,  but  had 
borrowed  only  $27.8  million  of  this  as  of  June  30,  1972. 

The  Bank's  obligations  are  marketed  widely,  as  is  indicated  by  the 
estimated  division  of  holdings  by  investors  as  of  June  30,  1972 — 
about  35  percent  in  the  United  States ;  26  percent  in  Germany ;  10  per- 


^  Borrowings  valued  at  official  rates  at  time  of  borrowing. 
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cent  in  Japan;  6  percent  in  Switzerland;  and  4  percent  in  Canada. 
The  remaining  19  percent  is  held  largely  by  central  banks  and  other 
governmental  accounts. 

During  the  fiscal  year,  subscriptions  to  the  Bank's  capital  stock  in- 
creased by  the  equivalent  of  $485.4  million  in  1944  dollars,  all  but 
$6  million  of  which  represented  special  increases  under  a  resolution 
passed  the  previous  year  by  the  Bank's  Board  of  Governors.  If  fully 
subscribed,  the  selective  increases  would  raise  the  subscribed  capital 
of  the  Bank  by  the  equivalent  of  $2,222  million  in  1944  dollars  to  a 
total  of  about  $25.5  billion  (in  current  dollars,  about  $27.7  billion). 
The  U.S.  share  of  the  increase,  $246.1  million,  was  authorized  by 
Congress  in  fiscal  1971  but  only  half  of  the  authorized  increase  has 
been  appropriated.  It  is  anticipated  that  the  U.S.  payment,  as  well  as 
a  further  payment  for  maintenance  of  value,  would  be  made  early 
in  fiscal  1973. 

IDA  credits  are  funded  largely  by  member  subscriptions  and  con- 
tributions and  grants  from  the  net  earnings  of  the  World  Bank. 
IDA'S  usable  resources,  cumulative  to  June  30,  1972,  amounted  to 
$4,202  million  of  which  part  I  (developed)  countries  had  contributed 
$3,473  million  and  IBED  grants  supplied  $595  million.  Earnings  and 
repayments  on  outstanding  credits,  together  with  contributions  of 
part  II  (developing)  and  nonmember  countries  and  exchange  profits, 
made  up  the  balance.  As  of  June  30,  1972,  these  resources  had  been 
fully  committed;  moreover,  an  additional  $319.5  million  in  credits 
had  been  approved  but  not  yet  signed  pending  availability  of  re- 
sources under  the  third  replenishment. 

The  proposed  third  replenishment  of  IDA's  resources,  approved 
by  the  Board  of  Governors  on  February  17,  1971,  to  cover  a  3-year 
period  beginning  with  fiscal  1972,  calls  for  total  additional  contribu- 
tions, subject  to  necessary  legislative  action,  of  the  equivalent  of 
$2,439  million  in  1960  dollars,  of  which  the  U.S.  share  is  $960  million. 
The  agreement,  however,  cannot  become  effective  until  donors  pledg- 
ing not  less  than  $1,900  million  and  including  at  least  12  part  I  mem- 
bers have  notified  IDA  that  they  will  make  the  contributions  specified 
in  the  agreement.  Thus,  replenishment  cannot  come  about  without 
the  participation  of  the  United  States.  Legislation  to  authorize  the 
U.S.  contribution  was  submitted  to  Congress  on  May  19,  1971,  and 
approved  on  March  10,  1972.  Appropriation  of  the  first  installment, 
however,,  was  still  pending  as  of  June  30,  1972. 

Inter-American  Development  Bank 

During  fiscal  1972,  the  IDB  committed  a  total  of  $558.1  million 
from  its  two  windows,  approximately  $83  million  less  than  during 
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the  previous  fiscal  year.  Of  this,  $352.5  million  was  loaned  on  hard 
terms  from  Ordinary  Capital  resources  and  $205.6  million  on  soft 
terms  from  the  Fund  for  Special  Operations  (FSO).  In  addition, 
the  IDB  committed  $17  million  in  administered  funds. 

As  of  June  30,  1972,  cumulative  lending  by  the  IDB  from  its  own 
resources  totaled  $4.4  billion.  Of  this,  $2.0  billion  had  been  lent  from 
the  Ordinary  Capital  and  $2.4  billion  from  the  Fund  for  Special 
Operations.  In  addition,  the  IDB  had  lent  $584  million  from  funds 
it  was  administering.  These  loans  served  to  mobilize  resources  from 
local  contributions  in  member  countries  almost  two  times  greater 
than  their  own  level. 

During  fiscal  1972,  three  sectors— transportation,  power,  and  indus- 
try— received  most  of  the  funds  committed  (75  percent).  About  28 
percent,  or  $161.1  million,  went  to  industry.  The  power  and  trans- 
portation sectors  received  $140.4  million  and  $132.0  million  respec- 
tively. On  a  cumulative  basis,  agriculture  has  received  the  largest 
amount  of  funds,  $1,163.5  million  (23  percent)  and  the  transportation 
sector  the  second  largest,  $876.6  million  (18  percent). 

The  subscribed  capital  of  the  IDB  totaled  $4,038.3  million  equiva- 
lent on  June  30,  1972,  of  which  $3,353.5  million  was  callable  capital. 
The  resources  of  the  Bank's  Fund  for  Special  Operations  totaled 
$2,328.0  million  equivalent  on  June  30,  1971. 

In  fiscal  1972,  the  IDB  borrowed  $97  million  net,  with  new  re- 
sources obtained  from  Europe,  Latin  America,  and  Japan.  This  com- 
pares with  $171  million  in  the  preceding  fiscal  year.  Borrowings 
(gross)  included  $31.0  million  from  Germany,  $15.6  million  from 
Switzerland,  $15.3  million  from  several  other  European  countries, 
and  $56.8  million  from  Japan,  including  $31.6  million  of  undrawn 
commitments  at  June  30,  1972.  Additionally  $32.5  million  of  2-year 
bonds  was  sold  to  Latin  American  countries.  The  IDB's  funded 
debt  on  June  30,  1972  amounted  to  the  equivalent  of  $1,056  million. 

At  the  11th  annual  meeting  (April  1970)  in  Punta  del  Este, 
Uruguay,  the  Governors  had  agreed  to  intensify  their  efforts  to  bring 
other  developed  countries  into  a  closer  relationship  with  the  Bank. 
In  this  connection,  Canada  has  now  accepted  full  membership  in 
the  IDB,  and  work  continues  on  a  framework  within  which  other 
developed  countries  might  join  as  non-regional  members. 

During  the  fiscal  year,  tlie  IDB's  members  completed  the  necessary 
legislative  actions  to  replenish  the  Bank's  resources.  In  December  1970, 
Congress  had  authorized  the  U.S.  subscription  to  Ordinary  Capital 
but  only  $100  million  of  the  requested  $1  billion  for  the  FSO ;  the  re- 
maining $900  million  was  authorized  on  March  10,  1972.  The  funds 


66     1972  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

authorized  for  fiscal  yeare  1971  and  1972  liave  been  appropriated  except 
for  $50  million  of  the  $100  million  authorized  for  the  FSO. 

The  13th  annual  meeting  was  held  in  Quito,  Ecuador,  May  8-14, 
1972.  The  U.S.  delegation  was  headed  by  Assistant  Secretary  Hen- 
nessy.^  At  the  meeting,  the  Bank  adopted  several  policy  changes  to 
make  more  effective  use  of  its  resources.  For  example,  once  the  funds 
from  the  new  replenishment  of  the  FSO  are  available,  all  countries 
will  make  repayments  in  the  currencies  lent  rather  than  local  cur- 
rencies; consequently,  the  Bank  will  not  be  faced  with  an  increasing 
supply  of  inconvertible  currencies.  Moreover,  lending  terms  will  pro- 
vide preferential  treatment  for  the  relatively  lesser  developed  coun- 
tries. 

The  Asian  Development  Bank 

During  fiscal  1972,  the  Asian  Development  Bank  committed  a  total 
of  $274.1  million,  $220.6  million  from  Ordinary  Capital  and  $53.4 
million  from  Special  Funds.  This  brought  the  Bank's  cumulative 
total  of  loans  to  $659.0  million — $536.9  million  from  Ordinary  Capital 
and  $122.1  million  from  Special  Funds.  As  of  June  30, 1972,  the  Bank 
had  also  undertaken  69  technical  assistance  projects  in  16  member 
countries. 

With  the  accession  to  membership  of  the  Kingdom  of  Tonga  on 
March  29, 1972,  the  Bank's  membership  reached  37  nations,  23  regional 
and  14  nonregional  countries,  with  subscriptions  totalling  the  equiva- 
lent of  $1,092  million.  Of  this,  50  percent  was  paid-in  capital. 

During  fiscal  1972,  the  Bank  did  not  enter  the  U.S.  capital  market 
but  borrowed  $91.5  million  in  Europe  and  Japan.  Total  funded  debt 
at  the  end  of  the  fiscal  year  was  $205.6  million. 

As  of  June  30, 1972,  seven  countries  had  contributed  a  total  of  $186.4 
million  to  the  Bank's  Special  Funds  (apart  from  technical  assistance) ; 
in  addition,  a  total  of  $26.6  million  has  been  set  aside  from  Ordinary 
Capital  resources  for  such  lending. 

On  January  26,  1971,  President  Nixon  forwarded  a  message  to  the 
Congress  urging  authorization  of  a  $100  million  U.S.  contribution  to 
the  Bank's  Special  Funds.  This  contribution  was  authorized  on  March 
10,  1972,  but  appropriations  are  still  pending  before  the  Congress. 

The  fifth  annual  meeting  of  the  ADB's  Board  of  Grovernors  was  held 
in  Vienna,  Austria,  April  20-22, 1972.  Under  Secretaiy  Walker  headed 
the  U.S.  delegation.^ 

Trade  policy 

A  series  of  far-reaching  measures  were  taken  in  fiscal  1972  to 
strengthen  the  U.S.  intsrnational  trade  position  and  to  focus  atten- 
tion on  fundamental  problems  confronting  the  world  trading  system. 

1  See  exhibit  70. 
*  See  exhibit  61. 
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These  measures,  initiated  by  President  Nixon  on  August  15,  1971, 
suspended  convertibility  of  the  dollar,  temporarily  imposed  a  10-per- 
cent import  surcharge  and  provided  for  other  measures  to  reverse  the 
deterioration  of  the  U.S.  trade  and  payments  balance. 

Bilateral  trade  negotiations  between  the  United  States  and  the 
European  Community  and  Japan  entered  an  intensive  phase  fol- 
lowing the  Smithsonian  agreement.  As  a  result  in  February  1972  the 
EC  and  Japan  agreed  to  lower  or  eliminate  certain  barriers  to  U.S. 
exports  and  joined  the  United  States  in  a  declaration  to  initiate  and 
actively  support  multilateral  and  comprehensive  trade  negotiations 
beginning  in  1973.^  This  commitment  was  later  supported  in  the 
GATT  Council  by  all  other  industrialized  nations. 

Multilateral  forums  dealing  with  trade  matters  were  also  the  scene 
of  intensive  work  during  fiscal  1972.  The  GATT  began  discussion  of 
possible  techniques  and  modalities  for  the  1973  trade  negotiations  and 
also  established  machinery-  to  examine  the  effects  of  EC  enlargement 
on  third  countries.  In  the  OECD,  the  United  States  took  the  lead  in 
creating  a  small,  high-level  group  of  experts  to  consider  how  best  to 
deal  with  world  trade  problems.  The  United  Nations  Committee  on 
Trade  and  Development  (UNCTAD)  held  its  3d  plenary  session  in 
Santiago,  Chile,  at  which  the  less  developed  and  industrialized  coun- 
tries studied  ways  to  further  expand  the  benefits  of  international 
trade.  In  all  of  these  forums  the  Department  of  the  Treasury  helped 
formulate  U.S.  positions  and  was  represented  on  the  U.S.  delegation. 

On  the  domestic  front,  special  attention  was  given  during  the  fiscal 
year  to  industries  and  workers  suffering  from  injury  due  to  import 
competition.  Voluntary  textile  agi-eements  were  concluded  in  October 
1971  with  Japan,  the  Republic  of  China,  Korea,  and  Hong  Kong, 
limiting  the  growth  of  manmade  and  woolen  textile  exports  to  the 
United  States.  Imported  cotton  textiles  continued  under  restraint  as 
provided  under  the  GATT-sponsored  Long-Term  Arrangement  in 
Cotton  Textiles.  Imported  steel  mill  products  continued  to  be  re- 
strained by  a  renewal,  with  some  significant  improvements  of  the 
voluntary  arrangements  with  European  and  Japanese  steel  producers 
first  negotiated  in  1968.  Shoe  imports  also  came  under  some  voluntary 
control  when  Italy,  one  of  the  two  major  exporters  of  nonrubber  foot- 
wear to  the  United  Statei^,  agreed  to  monitor  its  shipments  to  this 
country. 

Enforcement  of  the  antidumping  and  countervailing  duty  laws, 
which  serve  to  protect  American  industry  from  injury  due  to  unfair 
pricing  by  and  subsidization  of  foreign  competitors,  was  improved 
and  the  number  of  investigations  increased.^  Relief  to  domestic  in- 
dustries, firms  and  workers  by  means  of  tariff  action  and  adjustment 

1  See  exhibit  54. 

2  See  exhibit  39. 
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assistance  was  also  provided.  The  Department  of  the  Treasury  actively 
participated  in  these  and  other  actions  taken  under  domestic  statutes 
designed  to  protect  domestic  industries  and  workers  from  injury  due 
to  competition  from  imports. 

While  cushioning  the  impact  of  import  competition,  the  United 
States  also  undertook  measures  to  expand  its  exports.  Limited  tax 
deferral  of  income  from  export  sales  was  accorded  under  the  Domestic 
International  Sales  Corporation  (DISC)  provisions  of  the  Ke venue 
Act  of  1971.  As  a  result,  U.S.  expoi-ters  should  be  able  to  compete  on 
a  more  equitable  basis  with  foreign  producers  and  U.S. -controlled 
subsidiaries  abroad.  U.S.  exporters  also  benefited  from  the  Export 
Expansion  Act  of  1971,  which  substantially  increased  the  commitment 
authority  of  the  Exf)ort-Import  Bank  and  excluded  the  Bank's 
receipts  and  disbursements  from  the  U.S.  Government  budget.^ 

Opportunities  for  trade  with  Communist  countries  were  broadened 
in  fiscal  1972  consistent  with  the  evolution  of  U.S.  foreign  jwlicy. 
Agreement  was  reached  at  the  Moscow  Summit  in  May  1972  to  estab- 
lish a  U.S.-U.S.S.R.  Commercial  Commission  to  negotiate  a  trade 
agreement  dealing  with  reciprocal  most-favored-nation  treatment, 
export  credits,  the  establishment  of  business  facilities  to  promote  trade 
and  other  matters.  Negotiations  are  also  in  process  regarding  the  World 
War  II  lend-lease  debt  of  the  U.S.S.R.  to  the  United  States.  Trade 
with  the  People's  Republic  of  China  was  facilitated  by  increased 
availability  of  general  export  licenses,  modification  of  Foreign  Assets 
Control  Regulations,  and  the  removal  of  controls  on  the  use  of  dollars 
or  dollar  instruments  in  transactions  with  the  People's  Republic  and 
its  nationals. 

Finally,  important  progress  was  made  during  fiscal  1972  in  the 
formulation  and  management  of  U.S.  foreign  economic  policy.  The 
report  of  the  President's  Commission  on  International  Trade  and 
Investment  Policy,  published  in  July  1971,  represents  a  major  input 
into  the  development  of  U.S.  Government  trade  policy.  Recommenda- 
tions include  measures  to  strengthen  U.S.  competitiveness  and  pro- 
posals for  negotiations  with  our  major  trading  partners.  High-level 
trade  policy  coordination  was  improved  by  the  Council  on  Interna- 
tional Economic  Policy  (CIEP),  of  which  the  Secretary  of  the  Treas- 
ury is  a  member.  The  CIEP  is  developing  long-range  programs  to 
improve  U.S.  export,  performance,  facilitate  domestic  adjustment  to 
foreign  competition,  and  prepare  for  international  economic 
negotiations. 


*  See  exhibit  71. 
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Debt  rescheduling 

The  Department  of  the  Treasury,  during  fiscal  1972,  has  taken  an 
especially  active  role  in  shaping  and  presenting  the  U.S.  position  in 
bilateral  and  multilateral  debt  reschedulings.  In  fiscal  1971,  there  were 
five  debt  agreements.  Treasury  headed  the  delegation  to  the  Chilean 
negot'ations  which  were  completed  on  April  19, 1972,^  and  participated 
in  the  multilateral  reschedulings  including  Khmer  Republic 
(Cambodia)  and  Pakistan,  and  the  bilateral  debt  relief  agreements 
with  Yugoslavia  and  Egypt. 

Investment  security 

On  January  19,  1972,  President  Nixon  issued  a  policy  statement 
entitled  "Economic  Assistance  and  Security  in  Developing  Nations" 
which  outlined  in  precise  terms  what  U.S.  Government  responses  will 
be  in  investment  security  situations  which  affect  significant  U.S.  inter- 
ests. Also  during  fiscal  1972  the  U.S.  Congress  enacted  a  statute,  the 
''Gonzalez  amendment,"  which  defines  U.S.  responses  in  investment 
security  situations  in  the  context  of  U.S.  support  for  interna- 
tional development  by  loans  to  developing  countries  which  seize, 
expropriate,  nationalize  or  in  other  ways  unfairly  affect  the 
operations  of  U.S.  firms  in  their  countries.  The  amendment  reads: 

Gonzalez  Amendment : 

Section  21  of  the  Inter- American  Development  Bank  Act 

Section  18  of  the  Asian  Development  Bank  Act 

Section  12  of  the  International  Development  Association  Act 

"The  President  shall  instruct  the  United  States  Executive  Director 

of  the  Bank  to  vote  against  any  loan  or  other  utilization  of  t}ie  funds 

of  the  Bank  for  the  benefit  of  any  country  which  has : — 

"(1)  nationalized  or  expropriated  or  seized  ownership  of 
property  owned  by  any  United  States  citizen  or  by  any  corpora- 
tion, partnership,  or  association  not  less  than  50  per  centum  of 
which  is  beneficially  owned  by  United  States  citizens ; 

"(2)  taken  steps  to  repudiate  or  nullify  existing  contracts  or 
agreements  with  any  United  States  citizen  or  any  corporation, 
partnership,  or  association  not  less  than  50  per  centum  of  which 
is  beneficially  owned  by  United  States  citizens ;  or, 

"(3)  imposed  or  enforced  discriminatory  taxes  or  other  exac- 
tions, or  restrictive  maintenance  or  operational  conditions,  or  has 
taken  other  actions,  which  have  the  effect  of  nationalizing,  ex- 
propriating, or  otherwise  seizing  ownership  or  control  of  property 
so  owned;  unless  the  President  determines  that  (A)  an  arrange- 

1  See  exhibit  84. 
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merit  for  prompt,  adequate,  and  effective  compensation  has  been 
made,  (B)  tlie  parties  have  submitted  the  dispute  to  arbitration 
under  the  rules  of  the  Convention  for  the  Settlement  of  Invest- 
ment Disputes,  or  (C)  good  faith  negotiations  are  in  progress 
aimed  at  providing  prompt,  adequate,  and  effective  compensation 
under  the  applicable  principles  of  international  law." 
In  order  to  help  implement  these  new  policies,  the  President  estab- 
lished an  interagency  committee  under  the  control  of  the  Council  on 
International  Economic  Policy.  The  Departments  of  State,  Treasury, 
Defense,  and  Commerce  are  represented  on  this  Committee.  Assistant 
Secretary  Hennessy  represented  the  Department  of  the  Treasury  on 
this  Committee  during  fiscal  1972. 

Expropriations  involving  significant  U.S.  interests,  most  notably  in 
Chile,  Iraq,  Bolivia,  Peru,  and  Panama,  required  during  the  past 
fiscal  year  extensive  Treasury  analysis.  In  the  case  of  the  expropria- 
tion of  the  Iraqi  Petroleum  Company,  the  Secretary  of  the  Treasury 
instructed  the  U.S.  Executive  Director  of  the  IBRD  to  vote  the  U.S. 
shares  against  a  proposed  $12,9  million  development  loan  to  that  coun- 
try. The  basis  for  this  negative  vote,  which  was  cast  on  June  20,  1972, 
was  the  Presidential  policy  statement  of  January  19, 1972. 

Bilateral  assistance 

The  three  principal  institutions  responsible  for  U.S.  bilateral  as- 
sistance programs  are  the  Agency  for  International  Development 
(AID)  ;  the  Department  of  Agriculture,  which  administers  the  Pub- 
lic Law  480  food-for-peace  program ;  and  the  Overseas  Private  Invest- 
ment Corporation  (OPIC). 

The  Department  of  the  Treasury  participated  in  the  U.S.  develop- 
ment finance  programs  of  these  institutions  through  membership  in 
the  National  Advisory  Council,  participation  on  the  OPIC  Board  of 
Directors,  and  on  interagency  committees  designed  to  coordinate  eco- 
nomic assistance  programs.  Treasury's  specific  concern  is  to  relate 
the  various  foreign  economic  assistance  programs  to  overall  U.S.  in- 
ternational development  and  balance  of  payments  objectives.  A  major 
Treasury  staff  study  on  the  balance  of  payments  impact  of  the  Public 
Law  480  food-for-peace  program  was  completed  during  fiscal  1972. 

The  loan  and  guaranty  activity  of  these  three  institutions  is  sum- 
marized below. 

U.S.  bilateral  assistance  of  selected  institutions 
[In  millions  of  dollars] 

Institution/Program  Fiscal  1971       Fiscal  1072 

AID/Development  loans 696.4  604. 1 

Agriculture/Public  Law  480,  food-for-peace  program 930. 8  790.  0 

OPIC/Insurance,  issued 1,886.1  636.0 

OPIC/Guarantees  and  direct  lending,  executed 4. 1  23.  9 
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Agency  for  International  Development. — The  Department  of  the 
Treasury  participated  during  fiscal  1972  in  the  Development  Loan 
Committee  of  the  Agency  for  International  Development  (AID).  As 
a  member  of  this  Committee,  Treasury  primarily  focuses  on  the  bal- 
ance of  payments  impact  of  AID  development  lending  and  on  the 
financial  characteristics  of  each  development  loan. 

During  fiscal  1972,  AID  authorized  61  development  loans  totalling 
$604.1  million.  This  represented  a  reduction  from  fiscal  1971  of  one 
loan  and  $92.3  million.  Of  the  61  loans,  six  or  $167.0  million  were  pro- 
gram loans,  51  or  $333.1  million  were  in  the  form  of  project  loans  and 
four  or  $104.0  million  were  sector  loans.  Twenty-one  of  the  61  loans 
were  made  to  Africa,  16  to  Asia,  and  24  were  made  to  Latin  America 
under  the  Alliance  for  Progress. 

Public  Law  JfSO. — Treasury  is  represented  on  the  interagency  staff 
committee  which  reviews  all  Public  Law  480  proposals,  and  is  mainly 
concerned  with  the  U.S.  balance  of  payments  returns  associated  with 
the  program.  During  fiscal  year  1972,  Title  I  sales  agreements  and 
amendments  were  signed  with  participating  governments  and  private 
trade  entities  for  a  total  export  market  value  of  $790  million.  This  was 
a  reduction  from  fiscal  1971  levels  of  approximately  $930  million.  The 
terms  of  Public  Law  480  credits  have  gradually  hardened  in  recent 
years  with  a  favorable  effect  on  the  balance  of  payments,  and  this 
trend  is  expected  to  continue. 

The  Overseas  Private  Investment  Corporation. — Under  Secretary 
for  Monetary  Affairs  Volcker  represented  the  Department  of  the 
Treasury  on  OPIC's  11-man  Board  of  Directors  during  fiscal  1972. 

OPIC  administers  two  general  incentive  programs,  investment  in- 
surance and  investment  financing. 

The  investment  insurance  program  was  designed  to  assist  in  mini- 
mizing the  risks  of  currency  inconvertibility,  expropriation,  and  war, 
revolution,  and  insurrection  damage — risks  occurring  in  the  develop- 
ing countries  and  areas — in  order  to  increase  the  steady  flow  of  U.S. 
private  capital  and  technology  into  the  developing  world.  The  rapid 
and  largely  uncontrolled  growth  during  the  1960's  of  the  insurance 
program  led  to  a  serious  concentration  of  exposure  in  particular  in- 
dustries and  countries.  The  high  risk  which  characterized  the  in- 
surance portfolio  led  to  increasing  concern  with  risk  management  of 
the  insurance  operation.  During  fiscal  1972,  OPIC  applied  risk  man- 
agement policies  adopted  in  fiscal  1071  to  specific  investments  in 
natural  resources  and  otl^.er  la' 71;.  and  sensitive  projects.  In  addition, 
other  risk  management  tech]i'q;;or.  designed  to  help  control  the  amount 
of  exposure  in  any  given  country  were  instituted. 

The  investment  financing  programs  were  designed  to  enable  eligible 


72     19  72  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

development  projects  to  obtain  U.S.  private  long-term  financing 
through  OPIC  guarantees  or  direct  dollar  or  foreign  currency  loans ; 
financing  which  otherwise  would  either  have  not  been  available  or 
available  only  on  prohibitive  terms.  Preinvestment  assistance,  largely 
comprised  of  information  services,  investment  counseling,  and  incen- 
tive financing,  was  focused  on  experimental  programs,  offering  partial 
financial  support  for  feasibility  studies  and  project  development  re- 
search especially  in  the  agribusiness  area. 

OPIC  issued  $636  million  in  investment  insurance  in  fiscal  1972,  a 
66-percent  decrease  from  fiscal  1971.  The  various  financing  programs 
guaranteed  $20  million  of  new  investment  in  the  development  coun- 
tries and  extended  $3,9  million  in  direct  lending  during  fiscal  1972.  In 
fiscal  1971,  $2.1  million  in  guarantees  and  $2.0  million  in  direct  loans 
were  signed. 

Local  currency  management. — The  Secretary  made  another  annual 
determination  of  the  currencies  excess  to  the  normal  requirements  of 
the  United  States  for  fiscal  1973  and  1974.  Treasury's  primary  ob- 
jective guiding  its  management  of  these  currencies  is  to  maximize  the 
balance  of  payments  benefits  accruing  to  the  United  States  from  their 
use.  In  fiscal  1971,  the  latest  data  available,  the  U.S.  Government  re- 
duced the  balance  of  payments  effect  of  its  operating  abroad  by  $290 
million  through  the  use  of  local  currencies  held  in  Treasury  accounts. 


ADMINISTRATIVE    REPORTS 


Administrative  Management 

Management  improvement  program 

The  Department,  by  yearend,  had  realized  benefits  valued  at  $19 
million  from  management  improvement  actions  that  Avere  taken  during 
the  year.  By  fiscal  1974,  carryover  benefits  realized  from  these  actions 
will  amount  to  an  additional  $36  million. 

Treasury  bureaus  selected  a  score  of  operational  areas  for  top  man- 
agement attention  in  fiscal  1972  under  the  program's  priority  improve- 
ment projects.  Significant  progress  in  such  projects  is  detailed  in 
individual  bureau  reports  shown  in  succeeding  pages.  In  recognition 
of  outstanding  achievements  in  this  program,  3  nominations  were 
submitted  for  Presidential  awards. 

Special  studies  and  projects 

The  management  and  planning  staffs  of  the  Office  of  the  Secretary 
completed  numerous  studies  and  projects  at  the  departmental  level  to 
strengthen  analytic  capability  and  administrative  control  and  to  im- 
prove the  operation  of  Treasury  activities : 

The  Office  of  the  Assistant  Secretary  for  Administration  was  re- 
organized by  integrating  the  functions  of  the  Office  of  Planning  and 
Program  Evaluation  at  the  division  level  into  the  Office  of  Manage- 
ment and  Organization,  and  by  reassigning  the  functions  of  the  Office 
of  Security  to  the  Office  of  Personnel  and  the  Office  of  Administrative 
Programs.  The  departmental  organization  was  revised  to  capitalize 
on  the  new  executive  level  positions  authorized  by  Public  Law  92-302. 
An  administrative  support  plan  was  developed  for  the  Cost  of  Living 
Council.  Consultants  employment,  security,  and  preexit  clearance  pro- 
cedures were  reviewed  and  redeveloped ;  and  the  long-range  planning 
system  of  the  Department  was  restructured  for  greater  responsiveness 
and  compatibility  with  budget  structure. 

A  study  of  the  organizational  placement  of  the  alcohol,  tobacco  and  / 
firearms  functions  of  Internal  Revenue  Service  resulted  in  the  estab-  V 
lishment  of  a  new  bureau  in  the  Department  of  the  Treasury — the 
Bureau  of  Alcohol,  Tobacco  and  Firearms.  A  study  of  the  Bureau  of 
Engraving  and  Printing  determined  its  space  and  production  facility 
needs  for  the  next  1 0  yeare.  Studies  were  made  of  the  Office  of  Domestic 
Gold  and  Silver  Operations  and  the  Office  of  Foreign  Assets  Control 
to  determine  their  proper  organizational  placement.  Management  staffs 
participated  in  the  planning  for  the  implementation  of  revenue  sharing 
and  of  the  proposed  welfare  reform  pro.qfram.  Other  studies  evaluated 
Treasurv's  participation  in  the  organized  crime  joint  strike  forces, 
reviewed  prevailing  policies  on  the  upe  of  revenue  s<^amps  in  connection 
with  distilled  spirits,  assisted  in  the  review  of  the  lES  inspection  pro- 
gram, and  determined  the  applicabilitv  of  the  standard  Federal  regions 
to  Treasury's  field  structure.  In  addition.  Treasury  management  staffs 
participated  in  the  Government-wide  studv  of  productivity  measure- 
ment in  the  Federal  sector  and  found  that  Treasury  productivity 
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increased  by  2.5  percent  each  year  since  1967 ;  and  in  the  work  of  the 
Inter-Agency  Committee  on  Drug  Abuse  Statistics  to  estimate  tlie 
number  of  narcotics  abusers  in  the  United  States. 

During  the  year,  the  budget  function  for  the  Office  of  the  Secretary 
was  transferred  from  the  Office  of  Budget  and  Finance  to  the  Office  of 
Management  and  Organization  so  as  to  bring  about  a  relationship 
with  the  departmental  budget  and  finance  staff  similar  to  that  of  a 
separate  bureau.  This  transfer  also  assures  closer  control  by  the  Assist- 
ant Secretary  foi-  Administration  over  the  use  of  appropriations  and 
the  justification  of  needs  before  congressional  committees. 

Treasury  continues  to  participate  extensively  in  the  technical  co- 
operation programs  of  the  Agency  for  International  Development. 
Currently,  teams  of  customs  and  tax  advisors  are  at  work  in  18  devel- 
oping nations  throughout  the  world.  In  addition,  the  Department 
participates  actively  in  accommodating  foreign  visitors  coming  to 
Treasury  under  the  auspices  of  AID  by  arranging  training  programs 
and  appropriate  itineraries. 

Emergency  preparedness 

In  addition  to  the  normal  emergency  preparedness  actions,  the  staff 
assisted  in  the  imnlementation  of  the  President's  new  economic  policy 
by  coordinating  Treasury  matters  with  the  Office  of  Emergency  Pre- 
paredness and  working  with  an  interagency  group  responding  to 
public  inquiries. 

Plans  developed  to  handle  bomb  threats  and  demonstrations  were 
put  to  frequent  tests  at  numerous  locations  throughout  the  United 
States.  Although  there  were  a  number  of  disruptions  to  normal  ac- 
tivities, plans  devploped  to  handle  and  report  these  incidents  have 
worked  satisfactorily. 

Among  the  normal  emergency  preparedness  actions  were  the  orien- 
tation briefings  and  tours  given  to  20  key  officials  at  the  Treasury 
headquarters  relocation  site.  Staff  members  also  visited  six  regions  to 
provide  training  and  information  on  current  trends  in  emergency  plan- 
ning for  responsible  officials  in  regional  offices.  Another  major  accom- 
plishment was  the  development  of  an  automated  system  for  providing 
damage  assessment  information  to  key  officials  in  the  event  of  an  emer- 
gency in  Treasury  field  offices. 
Financial  management 

Budgeting. — Budget  staff  continued  to  develop  policies  and  pro- 
cedures and  direct  and  coordinate  the  formulation,  justification,  and 
presentation  of  budget  estimates  which  totaled  nearly  $26.2  billion  in 
fiscal  1972.  The  amount  includes  $1.6  billion  for  operating  appropria- 
tion, $21.6  billion  for  public  debt  and  other  interest  accounts.  $2.5 
billion  for  general  revenue  sharing,  and  $0.5  billion  for  numerous 
miscellaneous  permanent  and  trust  accounts. 

During  fiscal  1972,  the  budget  staff : 

(1)  Established  and  maintained  controls  on  expenditures,  number 
of  personnel  on  the  roll,  motor  vehicle  fleet,  reserv^es  for  the  5  percent 
personnel  reduction,  and  grade  deescalation  to  comply  with  limita- 
tions and  directives  prescribed  by  the  Office  of  Management  and 
Budget. 
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(2)  Assisted  in  the  preparation  and  presentation  of  budget  requests 
for  funds  totalling  over  $2.4  billion  to  be  appropriated  to  the  Presi- 
dent for  the  U.S.  share  of  contributions  to  five  of  the  international 
financial  institutions  of  which  the  Secretary  of  the  Treasury  ser\''es 
as  a  Governor,  Of  this  total,  $1.6  billion  represented  a  supplemental 
appropriation  necessary  for  maintaining  the  value  of  the  holdings  of 
U.S.  dollars  by  these  institutions  under  the  Par  Value  Modification 
Act  of  1972. 

(3)  Gave  special  budgetary  consideration  and  emphasis — including 
the  preparation  of  requests  for  budget  amendments,  supplemental 
appropriations,  reprogramminp:  actions  or  reimbursements — to  pro- 
grams and  items  of  special  concern  to  the  administration  and  the  De- 
partment. These  included  intensified  emphasis  on  drug  control,  pay 
and  postal  increases,  equipment  purcliasos  for  increased  worlvload 
and  general  revenue  sharing,  sale  of  silver  dollars,  issuance  of  Eisen- 
hower dollars,  and  preliminary  work  relating  to  the  American  Revo- 
lutionary Bicentennial  Commission. 

(4)  Assisted  in  obtaining  new  language  and  a  separate  appropria- 
tion for  the  new  Treasui-y  Bureau  of  Alcohol,  Tobacco  and  Firearms 
to  become  effective  July  1, 1972. 

(5)  Assisted  the  Cost  of  Living  Council  in  arranging  interim  fi- 
nancing until  fmids  were  appropriated,  and  assisted  the  Treasury 
bureaus  in  financing  their  responsibilities  relative  to  the  economic 
stabilization  program. 

Accounting  systems. — Efforts  to  maintain  and  strengthen  the  ad- 
ministrative accounting  systems  of  the  Department  were  continued  by 
assisting  bureaus  with  plans  for  new  anfl  improved  systems,  recruit- 
ment of  personnel,  and  coordination  oi^ General  Accounting  Office 
systems  review  activities.  The  administrative  accounting  system  for 
the  U.S.  Secret  Ser\dce  was  approved,  the  system  for  the  Consolidated 
Federal  Law  Enforcement  Training  Center  was  submitted,  and  two 
other  systems  remained  with  the  General  Accounting  Office  for 
approval. 

Management  of  automatic  data  'processing. — The  Department  used 
94  computers,  23,712  man-years,  and  $289  million  in  its  automatic  data 
processing  ( ADP)  operations  during  fiscal  1972.  The  benefits  obtained 
through  the  use  of  computers  include  operating  savings  of  119  man- 
years  and  $1.1  million,  $629  million  in  net  additional  revenue.  Major 
accomplishments  include  a  reorganization  of  ADP  functions,  comple- 
tion of  major  studies  on  the  automated  "system  of  the  seventies,"  and 
initial  implementation  of  the  integrated  data  retrieval  system  by  the 
Internal  Revenue  Service;  compleition  of  plans  for,  and  acquisition 
of,  a  computer  for  numismatic  operations  in  the  Bureau  of  the  Mint; 
development  of  a  5-year  plan  for  automated  data  and  management  in- 
formation by  the  Bureau  of  Engraving  and  Printing;  acquisition  of 
a  computer  and  related  equipment  for  automating  check  claims  func- 
tions in  the  Office  of  the  Treasurer  of  the  United  States;  and  acqui- 
sition of  a  large  computer  by  the  Bureau  of  the  Public  Debt  for 
replacement  and  improvements  in  its  automated  debt  operations  and 
for  joint  use  by  the  Office  of  the  Secretary  and  other  Fiscal  Service 
offices. 
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Internal  auditing. — The  creation  of  the  Office  of  Audit  during  the 
year  was  accompajiied  by  an  increase  in  the  staff  from  three  to  six 
professional  auditors  and  a  revision  of  tlie  departmental  audit  policy 
to  recognize  and  encourage  the  modern,  bi'oad  form  of  internal 
auditing. 

As  a  result  of  the  review  and  appraisal  of  the  internal  auditing 
systems  of  the  TT.S.  Secret  Service,  Bureau  of  Engraving  and  Print- 
ing, and  the  Office  of  the  Comptroller  of  the  Currency,  proposals  were 
accepted  for  providing  adequate  staffing  and  proper  career  develop- 
ment ladders,  strengthening  bureau  internal  audit  policies,  encour- 
aging expanded  coverage  of  financial  and  other  activities,  instituting 
formal  planning  procedures,  and  improving  audit  reports. 

In  providing  continuing  service  to  Treasury  audit  staffs,  the  Office 
of  Audit  assisted  in  recraiting  a  number  of  professionally  qualified 
auditors  and  made  informal  appraisals  of  bureau  audit  repoi-ts.  The 
Director,  Office  of  Audit,  as  chairman  of  a  study  team,  examined  the 
intenial  audit  needs  of  the  new  Bureau  of  Alcohol,  Tobacco  and  Fire- 
arms. 

Direct  audit  service  to  the  Office  of  the  Secretary  included  audits 
of  Treasury  buildings  management  operations  and  the  workinjT  capital 
fund  for  certain  sen-ices  provided  commonly  to  Ti'easui'y  bureaus. 
The  Office  of  Audit  also  examined  the  Treasury  cafeteria  fund  and 
suDennsed  a  preaward  audit  at  San  Francisco  of  a  Bureau  of  the 
Mint  contract  i:)roposal.  The  audit  contributed  to  the  negotiation  of 
a  reduction  in  the  initial  bid  of  more  than  $80,000. 

Personnel  management 

The  policy  established  in  fiscal  1071  to  prohibit  bearing  of  firearms 
as  a  basis  for  excluding  women  from  certain  Federal  positions  was 
extended.  As  a  result,  women  were  employed  as  Secret  Servnce  agents 
for  the  first  time  in  the  history  of  the  Service.  The  equal  employment 
opportunity  prosfram  for  women  received  special  emphasis  and  sup- 
port by  establishment  of  bureau  goals  for  placing  women  in  high 
level  jobs  GrS-13  and  above.  Approximately  50  additional  women  were 
placed  in  positions  at  those  levels. 

Bureau  goals  were  established  for  use  in  personnel  management 
evaluation,  and  plans  were  refined  for  a  systematic  inspection 
profjram. 

Detailed  procedures  involved  in  executive  assignments  were  refined 
to  facilitate  their  processing. 

As  in  past  years,  the  preponderance  of  employee  trainino-  in  Treas- 
ury was  Govemment-facilitv  training.  Openings  and  staffing  of  the 
Consolidated  Federal  Law  Enforcement  Training  Center  represented 
a  decided  advance  in  the  training  of  criminal  investigators  and  others 
in  related  occupations.  Expansion  of  the  earlier  TreavSury  Law  En- 
forcement School  to  include  non-Treasuiy  law  enforcement  personnel 
is  a  significant  step  in  the  fight  against  crime. 

Central  services 

The  Office  of  Central  Services  was  established  July  1,  1971,  as  a 
result  of  the  reorganization  of  the  Office  of  Administrative  Services. 
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Also  effective  July  1,  a  working  capital  fund  was  established,  with- 
out appropriated  funds,  in  the  Office  of  Central  Services  to  f uniish  re- 
production and  communications  support.  Bureaus  and  offices  sup- 
ported by  the  Working;  Capital  Fund  advance  funds  against  services 
to  be  performed  by  the  Fund. 

The  Office  of  Central  Services  provided  administrative  support  to 
the  Cost  of  Living  Council,  Price  Commission,  and  Pay  Board.  Areas 
primarily  affected  were  personnel  processing,  fiscal  accounting,  pay- 
roll, and  reproduction. 

Administrative  programs 

The  new  Office  of  Administrative  Programs  completed  its  organiza- 
tional and  functional  alinements  with  emphasis  on  developing  plans 
and  programs  for  effective  coordination  and  economy  in  conduct  of 
administrative  services  throughout  the  Department.  The  Director  of 
Administrative  Programs  completed  the  organization  of  a  new  Fed- 
eral Administrative  Services  Offices  group  with  representation  from 
Cabinet-level  departments  and  agencies  for  improving  programs  and 
procedures  Government- wide  for  administrative  services. 

Space. — Because  of  the  severe  fragmenting  of  Treasury  offices  in 
the  Washington  metropolitan  area,  efforts  are  being  made  to  reduce 
the  number  of  locations  and  yet  meet  the  additional  needs  of  existing 
and  new  organizations.  These  efforts  include  a  request  for  a  new  Treas- 
ury building. 

Other  space  actions  include  coordination  with  GSA  in  the  selection 
of  a  site  for  the  new  Denver  Mint,  the  implementation  of  the  Presi- 
dent's directive  to  restore  the  old  United  States  Mint  in  San  Francisco 
to  active  Government  use,  and  assistance  in  the  preparation  of  a  re- 
quest to  provide  additional  housing  for  manufacturing  operations  of 
the  Bureau  of  Engraving  and  Printing. 

The  Main  Treasury  Building  in  Washington,  D.C.  was  designated 
as  a  national  historic  landmark  by  the  Secretary  of  the  Interior  on 
March  28,  1972.  The  old  San  Francisco  Mint  was  transferred  on 
March  23, 1972,  from  GSA  to  the  Department  of  the  Treasury  to  func- 
tion as  a  museum  and  numismatic  processing  facility. 

Safety. — Treasury  was  selected  as  a  winner  in  the  President's  safety 
award  competition.  The  Department's  disabling  injury  frequency  rate 
for  1971  was  2.8  injuries  per  million  man-hours  worked,  the  lowest 
rate  on  record. 

Procurement. — This  office  provided  procurement  assistance  in  the 
purchase  of  a  Univac  1108  computer  to  provide  consolidated  ADP 
services  to  several  users  in  the  Department. 

During  fiscal  1972,  the  negotiation  of  45  blanket  purchase  agree- 
ments for  office  machines  and  miscellaneous  supplies  for  use  by  all 
Treasury  bureaus  provided  a  savings  in  excess  of  $750,000.  The  con- 
solidation of  Treasury  requirements  for  1,434  law  enforcement  ve- 
hicles, procured  through  General  Services  Administration,  resulted  in 
significant  dollar  savings  and  an  improved  standard  specification  for 
Treasury  undercover  vehicles.  Average  price  paid  was  $2,865. 

Excess  property. — Treasury  bureaus'  personal  property  transac- 
tions during  fiscal  1972  included  the  reassignment  within  Treasury  of 
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property  valued  at  $425,000 ;  transfer  of  personal  property,  valued  at 
$2.6  million,  to  other  Federal  agencies  for  their  use;  the  donation  of 
personal  property  valued  at  $502,000  no  longer  needed  by  the  Federal 
Government  for  use  by  State  organizations  and  nonprofit  groups ;  and 
the  acquisition  of  excess  personal  property  valued  at  $1.6  million  from 
other  Federal  agencies. 

Paperwork  management. — Tlie  study  to  improve  Federal  reporting 
and  reduce  related  paperwork  resulted  in  savings  of  $3,325,416  for 
interagency  and  internal  reports  and  reduction  of  257,792  man-houre 
required  for  reports  from  the  public. 

The  annual  summary  of  records  holdings  for  the  Department  at  the 
close  of  fiscal  1972  showed  a  total  of  852,211  cubic  feet,  a  decrease  of 
79,146  cubic  feet.  Total  disposals  by  transfer  or  destruction  amounted 
to  897,609  cubic  feet. 

Teleconnmunications. — The  sector  control  communications  system 
which  was  installed  along  the  U.S.-Mexican  border  by  the  Bureau  of 
Customs  with  technical  assistance  by  Administrative  Programs,  has 
proven  to  be  extremely  effective.  The  system  allows  blanket  radio  cov- 
erage from  the  Gulf  of  Mexico  to  the  Pacific  Ocean.  Customs  agents 
in  the  Florida  area  are  sure  that  the  new  console  being  installed  in 
Tampa  will  allow  them  to  greatly  expand  their  capability. 

The  Office  of  Administrative  Programs  in  coordination  with  the 
architects  and  the  Director  of  the  Consolidated  Federal  Law  Enforce- 
ment Training  Center  is  developing  a  communications  system  which 
will  provide  the  managers  of  the  new  facility  a  new  approach  to  ad- 
ministrative and  operational  telecommunications. 

The  communications  center  in  the  Main  Treasury  Building  has  been 
upgraded  to  handle  special  classified  messages  as  well  as  high  volume 
domestic  and  international  traffic.  One  such  change  was  the  introduc- 
tion of  a  communication  channel  from  the  U.S.  INTERPOL  Head- 
quarters in  Treasury  to  the  INTERPOL  Headquarters  in  Paris. 
Besides  better  service,  an  annual  savings  of  $1,750  has  been  realized. 

Office  of  the  Comptroller  of  the  Currency 

The  Comptroller  of  the  Currency,  as  the  Administrator  of  the  Na- 
tional Banking  System,  is  charged  with  the  responsibility  of  main- 
taining the  public's  confidence  in  the  System  by  sustaining  the  banks' 
solvency  and  liquidity.  An  equally  important  public  objective  is  to 
fashion  the  controls  over  banking  so  that  banks  may  have  the  discre- 
tionary power  to  adapt  their  operations  sensitively  and  efficiently  to 
the  needs  of  a  growing  economy. 

Office  operations 

In  fiscal  1972,  the  Office  of  the  Comptroller  of  the  Currency  con- 
tinued to  refine  administrative  procedures.  A  more  responsive  organi- 
zation was  achieved  to  meet  the  ne^ds  of  both  regional  and  headquar- 
ters staffs. 

In  space  management,  the  Denver  regional  office  was  relocated,  thus 
completing  the  planned  upgrading  of  all  regional  offices  into  modern, 
efficient  facilities.  The  continuing  review  of  effective  use  of  subre- 
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gional  offices  resulted  in  four  being  newly  established,  three  closed, 
and  seven  relocated. 

During  this  period,  a  new,  standardized  inventory  and  control 
system  was  implemented  resulting  in  the  more  efficient  and  accurate 
use  of  personal  property.  The  function  of  controlling  the  issuance 
and  distribution  of  office  publications  was  relocated  to  the  Office  of 
the  Administrative  Assistant  where  refinements  to  procedures  brought 
about  faster  responses  to  demands  with  gi-eater  accuracy  and  with 
tangible  dollar  savings  in  operating  costs.  A  revitalized  officewide  cost 
reduction  program  yielded  tangible  savings  of  $140,000  for  fiscal  1972. 

A  completely  revised  "Comptroller's  Manual  for  National  Banks" 
was  published  and  distributed  in  fiscal  1972 :  and  a  major  revision  of 
another  important  operating  publication,  the  "Comptroller's  Hand- 
book of  Examination  Procedures,"  was  initiated.  Distribution  is  ex- 
pected early  in  the  next  fiscal  year. 

Data  processing  services  were  expanded  to  include  the  successful 
automation  of  foreign  branches  data.  Other  automated  projects  com- 
pleted during  this  period  encompassed  bank  liquidity  data,  common 
trust  fund  survey  data,  and  tlie  establishment  of  a  structured  file  for 
all  national  banks. 

Personnel 

Personnel  administration  included  a  major  effort  in  fiscal  1972  for 
a  more  comprehensive,  progressive  personnel  management  program. 
This  program,  initiated  in  the  prior  fiscal  year,  calls  for  regular  on-site 
reviews  of  personnel  management  in  Washington  and  all  regional 
offices  on  a  scheduled  basis. 

A  supervisory-managerial  training  course  was  developed  and  train- 
ing sessions  were  lield  during  this  period.  The  course,  supplemented  by 
a  newly  issued  "Handbook  for  Supervisors,"  was  designed  to  improve 
managerial  skills  to  achieve  office  objectives  through  effective  use  of 
resources  at  hand.  Further  training  included  a  1-week  course  for 
representatives  in  trust,  who  met  in  Washington  to  review  trust  ex- 
amination procedures  and  study  current  and  proposed  developments 
affecting  trust  examinations.  The  National  Bank  Examiner  School 
continued  for  newly  commissioned  national  bank  examiners. 

During  fiscal  1972,  the  Office  continued  to  operate  .under  stringent 
personnel  ceilings.  To  facilitate  minimum  staffing  for  each  organiza- 
tional segment,  quality  staffing  and  effective  manpower  utilization 
measures  were  implemented.  Also,  efforts  were  renewed  to  increase  the 
number  of  financial  interns  in  the  cooperative  work-study  program. 
This  program  is  designed  to  formally  train  and  develop  college  stu- 
dents for  future  bank  examiner  positions.  It  also  has  proved  to  be  an 
effective  means  of  recruiting  minority  personnel. 

Additional  progress  was  realized  in  the  Comptroller's  equal  em- 
ployment opportunity  program  during  fiscal  1972.  Through  various 
recruiting  efforts,  the  number  of  minority  employees  increased  signif- 
icantly. At  yearend,  there  were  over  200  minority  employees  on  the 
roles.  There  also  were  substantial  achievements  in  the  advancement 
of  minority  individuals  during  this  period. 
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Fiscal  management 

The  Fiscal  Manajfrement  Division  experienced  a  very  eventful  year 
due  to  the  general  uncertainty  of  economic  conditions.  As  with  most 
businesses  and  other  Government  agencies,  the  Comptroller's  Office 
faced  rapidly  rising  costs  and  a  slower  rate  of  income  growth.  Because 
of  this,  the  Comptroller  increased  emphasis  on  a  financial  information 
system  to  provide  top  management  with  necessary  data  to  make  deci- 
sions in  a  timely  manner.  Success  can  be  measured  by  the  fact  that 
there  was  an  increase  in  income  5  percent  greater  than  the  rise  in 
expenses. 

Another  innovation  during  fiscal  1072  included  a  change  in  the 
method  of  investing  assessment  funds,  which  generated  additional 
interest  income  for  the  year.  Had  this  new  method  not  been  adopted, 
the  Office  would  have  experienced  an  actual  decrease  in  interest  in- 
come. Through  a  reorganization  of  tlie  Accounting  Rranch  and  furtlier 
modifications  of  operating  procedures,  the  Fiscal  Management  Divi- 
sion was  able  to  reduce  its  staff  for  the  fourth  consecutive  year. 

During  fiscal  1972,  tlie  Internal  Audit  Division  made  comprehensive 
reviews  in  four  regional  offices  and  in  tliree  of  the  six  computerized 
payroll  centers  in  accordance  with  an  approved  annual  audit  plan. 
Additionally,  audit  reviews  of  various  functional  areas  in  Washington 
produced  many  recommendations  adopted  by  management,  thus  con- 
tributing to  the  improved  administrative  procedures  in  the  office. 

Information  services  program 

The  purpose  of  this  continuing  program  is  to  make  the  policies  and 
procedures  of  the  Office  of  the  Comptroller  of  the  Currency  better 
known  and  to  facilitate  communications  among  the  Office,  the  banking 
industry,  and  the  general  public. 

Basic  publications  available  to  employees,  banks,  and  other  inter- 
ested parties  are :  "Comptrollers  Manual  for  National  Banks," 
"Comptroller's  Manual  for  Representatives  in  Trusts,"  and  the 
monthly  "Summary  of  Actions."  The  "Directory"  a^so  is  published 
and  contains  tlie  address  and  telephone  number  of  every  decision- 
making official  in  the  Office  together  with  his  picture  and  a  biograph- 
ical sketch.  The  "Annual  Report  of  the  Comptroller  of  the  Currency" 
is  available  to  interested  parties  and  contains  a  general  statement  of 
policy,  descriptions  of  the  state  of  the  national  banking  system,  of 
Office  operations,  and  reprints  of  selected  Office  documents  relating  to 
crucial  public  issues  in  banking. 

Status  of  national  banks 

The  total  assets  of  the  4,(>07  banks  in  the  national  banking  system 
reached  $392.2  billion  at  mid-ir/72,  an  increase  of  $39.2  }>illion  or  11.1 
percent  during  fiscal  1972.  The  rate  of  increase  was  only  slightly  Ix^low 
the  12.9  percent  rate  during  fiscal  1971.  Outstanding  loans  at  the  end 
of  fiscal  1972  totaled  $207.4  billion,  an  increase  of  $24.5  billion.  Total 
deposits  increased  by  $28.3  billion,  reaching  $322.4  billion.  The  deposit 
increase  included  a  $21.2  billion  increase  in  time  and  savings  deposits, 
in  contrast  to  a  $7.1  billion  increase  in  demand  deposits. 
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Number  of  national  banks  and  banking  offices,  by  States,  June  30,  197 S 


National  banks 


Total 


Unit 


With 
branches 


■    Number      Number 
of  branches    ofoflBces 


United  States - 4,607 

Alabama - -.-  88 

Alaska 6 

Arizona --- 3 

Arkansas 69 

California - - 55 

Colorado - 122 

Connecticut _ - 26 

Delaware 5 

District  of  Columbia 11 

Florida 236 

Georgia _ - 61 

Hawaii - -  1 

Idaho - 7 

Illinois - 415 

Indiana .- - ---- 122 

Iowa - 100 

Kansas - - 171 

Kentucky..- _ -  80 

Louisiana _ 60 

Maine 20 

Maryland _ 39 

Massachusetts - - .  - 82 

Michigan 105 

Minnesota - 198 

Mississippi _ 38 

Missouri - 100 

Montana -  -  - - 54 

Nebraska - 1 25 

Nevada - - 4 

New  Hampshire 48 

New  Jersey - 119 

New  Mexico - 33 

New  York _..-  163 

North  Carolina ---  23 

North  Dakota --. 43 

Ohio 219 

Oklahoma 194 

Oregon 8 

Pennsylvania 284 

Rhode  Island..- 5 

South  Carolina 19 

South  Dakota _ _ 32 

Tennessee - 77 

Texas 534 

Utah._._ _ - 9 

Vermont... 25 

Virginia _._ 100 

Wshington _._ 23 

West  Virginia.--. 87 

Wisconsin 127 

Wyoming _ _ _ 42 

Virgin  Islands 1 

District  of  Columbia  (all)i 14 


2,890 


1,717 


13,401 


18,008 


40 
0 
1 

31 

7 

108 
4 
3 
1 

236 

23 

0 

1 

345 

47 

56 
138 
33 

11 

4 

11 
19 
29 
195 
5 

73 

51 

99 

1 

24 


60 
3 
32 

66 
147 

1 
124 

0 

4 

22 

16 

534 

5 

11 
23 
6 

87 
90 

42 
0 
1 


48 

215 

303 

5 

56 

61 

2 

228 

231 

38 

88 

167 

48 

2,498 

2,563 

14 

14 

136 

22 

257 

283 

2 

4 

9 

10 

74 

86 

0 

0 

236 

38 

236 

296 

1 

9 

10 

6 

114 

121 

70 

70 

486 

75 

367 

489 

44 

62 

162 

33 

33 

204 

47 

156 

236 

39 

191 

241 

16 

111 

131 

28 

277 

316 

63 

449 

631 

76 

696 

701 

3 

7 

206 

33 

149 

1R7 

27 

27 

127 

3 

3 

67 

26 

27 

162 

3 

65 

69 

24 

66 

103 

104 

766 

884 

27 

83 

116 

103 

1,372 

1,536 

20 

637 

660 

11 

11 

54 

153 

793 

1,012 

47 

47 

241 

7 

263 

271 

160 

1,102 

1,386 

5 

96 

101 

15 

264 

273 

10 

63 

96 

61 

307 

384 

0 

0 

634 

4 

76 

86 

14 

37 

62 

77 

517 

617 

17 

461 

484 

0 

0 

87 

37 

72 

199 

0 

0 

42 

1 

8 

9 

13 

109 

123 

'  Includes  national  and  nonnational  banks  in  the  District  of  Columbia,  all  which  are  supervised  by  the 
Comptroller  of  the  Currency. 
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Assets,  liabilities,  and  capital  of  national  banks,  selected  dates 

[In  millions  of  dollars] 


June  30,  1971     Dec.  31,1971    June  30, 1972 
(4,599  banks)     (4,600  banks)    (4,607  banks) 


Assets 

Cash,  balances  with  other  banks,  and  cash  items  in  process  of 
collection - —  - -  67,266  69.201 

U.S.  Government  securities  • 

O  bligations  of  States  and  political  subdivisions  • 

Other  securities  > 

Total  securities  • - 

Federal  funds  sold  and  securities  purchased  under  agreements 

to  resell 

Direct  lease  financing 

Loans  and  discounts  ' 

Fixed  assets. 

Customers'  liability  on  acceptances  outstanding 

Other  assets 

Total  assets 

LUBILITIES 

Demand  deposits  of  individuals,  partnerships,  and  corporations 
Time  and  savings  deposits  of  individuals,  partnerships,  and 

corporations 

Deposits  of  U.S.  Government 

Deposits  of  States  and  political  subdivisions 

Deposits  of  foreign   governments  and   official  institutions, 

central  banks,  and  international  institutions 

Deposits  of  commercial  banks 

Certified  and  officers'  checks,  etc 

Total  deposits 

Demand  deposits 

Time  and  savings  deposits — 

Federal  funds  purchased  and  securities  sold  under  agreements 

to  repurchase 

Liabilities  for  borrowed  money 

Acceptances  executed  by  or  for  account  of  reporting  banks  and 

outstanding 

Other  liabilities 

Total  liabilities. 

Reserves  on  Loans  and  Securities 

Reserves  on  loans 

Reserves  on  securities 

Total  reserves  on  loans  and  securities 

Capital  Accounts 

Capital  notes  and  debentures 

Preferred  stock 

Common  stock 

Surplus 

Undivided  profits 

Reserves 

Total  capital  accounts 

Total  liabihties  and  capital  accounts... 352,964  376,456 


60,197 


41,207 
46, 263 
2,071 

46.030 
48, 648 
2.351 

42,893 
61,033 

2,884 

89,631 

96.029 

96,810 

9, 674 
828 
182, 868 
6, 231 
2, 218 
4,459 

12,  705 

871 

194, 145 

6,611 

2,197 

4,697 

12,756 

972 

207.414 

6,976 

2,080 

4,959 

362.964 

376,466 

392, 163 

105,000 

130,684 
5, 492 
26, 540 

3, 305 

17, 267 
5,850 

113,210 

138, 222 
6,389 
29,036 

3,390 

18, 620 

6,345 

111,974 

147,  298 

6,026 

30,446 

3,668 
16,  737 
6,248 

294, 138 

314,212 

322, 386 

142, 819 
161,319 

14, 473 
1, 186 

2,264 
11,094 

151,985 
162, 227 

17,302 
866 

2,242 
10, 844 

149,877 
172,508 

21,641 
1,288 

2,149 
12,118 

323, 156 

345,466 

369.481 

3, 713 

3.837 
81 

3,879 

89 

83 

3,802 

3,918 

3,962 

1,314 

64 

6,681 

1,449 
43 

6,786 

11,818 

6,300 

676 

1,902 

43 

7,163 

11.325 

12, 171 

5.965 

6,989 

668 

462 

26.007 

27, 072 

28  720 

392, 163 


'  Gross,  reserves  not  deducted. 
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Consolidated  Federal  Law  Enforcement  Training  Center 

The  Consolidated  Federal  Law  Enforcement  Training  Center 
(CFLETC)  was  established  July  1,  1970,  by  Treasury  Department 
Order  217,  as  an  interagency  law  enforcement  training  center.  A 
memorandum  of  understanding  dated  September  30,  1970,  provides 
for  CFLETC's  operation  under  a  Board  of  Directors,  with  membei-s 
from  all  participating  agencies.  General  Services  Administration  was 
added  as  a  participating  agency  during  the  year,  making  a  total  of  20 
agencies. 

During  fiscal  1972,  CFLETC  continued  the  operation  and  expansion 
of  the  Treasury  Law  Enforcement  School  (TLES),  reactivated  the 
Treasury  Air  Security  Officers  School  (TASOS)  for  a  part  of  the 
year,  and  continued  preparation  for  construction  and  operation  of 
the  Training  Center  in  Beltsville,  Md.,  for  all  participating  agencies. 

Treasury  Law  Enforcement  School 

TLES,  the  nucleus  around  which  CFLETC  is  being  built,  trains 
investigators  for  participating  law  enforcement  agencies.  In  fiscal 
1972  there  were  1,211  graduates  from  TLES,  a  15-percent  increase 
over  the  previous  fiscal  year.  Trainees  from  non-Treasury  agencies 
increased  from  33  to  107. 

Treasury  Air  Security  Officers  School 

TASOS  was  a  special  school  to  train  customs  security  officers 
(CSO's),  commonly  called  "sky  marshals."  Established  by  CFLETC 
in  November  1970,' it  completed  its  emergency  training  of  over  1,300 
CSO's  and  was  closed  in  May  1971. 

In  fiscal  1972,  TASOS  reopened  and  from  August  23,  1971,  to 
March  10, 1972,  trained  an  additional  467  CSO's. 

Preparation  for  future  operations 

In  November  1971,  Congress  gave  final  approval  to  the  Prospectus 
for  a  new  CFLETC  facility  to  train,  house,  and  feed  trainees,  to  be 
erected  on  a  tract  of  approximately  490  acres  near  Beltsville,  Mary- 
land. The  facility  will  accommodate  745  students  at  one  time  and  will 
train  an  estimated  8,000  each  year. 

About  60  percent  of  the  trainees  are  to  be  in  general  courses  for 
either  investigators  or  police  recruits,  both  of  which  will  last  approxi- 
mately 12  weeks.  The  balance  of  those  attending  the  Center  are  to  be 
in  shorter  advanced,  in-service  and  refresher  courses  for  experienced 
agents  and  in  specialized  recruit  training  of  the  individual  services. 

The  basic  courses  and  other  common  training  are  to  be  conducted 
by  Center  personnel.  Specialized  courses  for  recruits  and  the  ad- 
vanced, in-service  and  refresher  coui-ses  for  the  personnel  of  a  single 
agency  will  be  conducted  by  the  agency  involved. 

During  fiscal  1972,  the  staff  of  CFLETC  increased  from  47  to  54. 
In  January  1972,  the  first  Director  took  over  from  the  Deputy  Direc- 
tor who  had  functioned  as  Acting  Director  from  the  establishment 
of  the  Center. 
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The  Basic  Police  School 

An  important  step  toward  the  operation  of  the  Consolidated  Train- 
ing Center  was  the  appointment  near  the  fiscal  yearend  of  a  Director 
of  Police  Training  and  tlio  selection  of  the  initial  group  of  instructors 
for  the  Basic  Police  School.  Those  instructors  were  scheduled  to  join 
the  CFLETC  staff  at  the  beginning  of  fiscal  1973  for  the  first  session 
of  the  new  school  scheduled  to  begin  July  10,  1972.  The  curriculum 
development  section  of  the  CFLETC  staff,  assisted  by  representatives 
from  the  Department  of  the  Interior's  National  Park  Service  and  the 
Department  of  Justice's  Immigration  and  Naturalization  Service,  pre- 
pared student  and  instructor  guides  for  the  courses  to  be  taught. 

Additional  space  was  obtained  in  the  Center's  temporary  quarters  at 
1310  L  Street,  NW.,  Washington,  D.C.,  both  for  the  Basic  Police 
School  and  for  the  first  specialized  training  course  by  a  participating 
agency,  in  this  case  the  National  Park  Service. 

The  physical  facilities 

Congress  approj)riated  to  the  Department  of  the  Treasury  for  fiscal 
1972,  $21  million  for  construction  of  the  new  facilities.  Added  to  ap- 
propriations in  prior  years,  this  made  available  for  the  planning  and 
construction  of  new  facilities  $28,675,000  out  of  an  estimated  total 
cost  of  $52.6  million. 

Initial  facilities  at  Beltsville,  consisting  of  a  special  training  build- 
ing, firing  ranges,  and  a  motorcade  training  area  (originally  planned 
for  the  Secret  Service  but  incorporated  into  the  CFLETC),  were  com- 
pleted and  placed  in  operation  during  the  fiscal  year. 

Opposition  to  the  development  of  the  Center  was  expressed  by  some 
officials  of  Prince  George's  County  before  the  Senate  Committee  ap- 
proved the  project  on  November  18,  1971. 

The  diagrammatic  drawings  for  the  major  structures  of  the  Center 
were  completed  in  December  1971,  but  in  the  early  part  of  1972  the 
architect's  original  design  was  determined  to  be  not  satisfactory. 
While  restudy  of  this  original  design  was  being  conducted,  the  Mary- 
land National  Capital  Park  and  Planning  Commission  and  the  Prince 
George's  County  Council  filed  an  action  against  the  Administrator  of 
the  General  Services  Administration  and  the  Secretary  of  the  Treas- 
ury based  on  the  provisions  of  the  National  Environmental  Protection 
Act.  This  action  sought  an  injunction  against  further  construction  of 
the  CFLETC  facilities  on  the  grounds  that  the  environmental  impact 
statement  previously  filed  was  inadequate.  A  stipulation  was  made 
with  the  plaintiffs  that  there  would  be  no  construction  at  the  site  other 
than  completing  tho  initial  facilities  then  under  construction  until  a 
new  environmental  impact  statement  had  been  filed. 

Diagrammatic  drawings  based  on  a  new  design  Avere  presented  on 
June  2  and  accepted  by  the  middle  of  June.  The  architects  were  di- 
rected to  proceed  with  preparation  of  tentative  drawings.  At  the  end 
of  the  fiscal  year  the  draft  of  the  new  environmental  impact  state- 
ment was  still  under  preparation. 


ADMINISTRATIVE    REPORTS  87 

Bureau  of  Customs 

The  mission  of  the  Bureau  of  Customs  is  to  collect  and  protect  the 
revenue  on  imports  and  enforce  Customs  and  related  laws.  Customs 
administers  the  Tariff  Act  of  1930,  as  amended,  and  other  laws.  Spe- 
cific tasks  in  accomplishing  this  mission  include  the  assessment  and 
collection  of  duties  and  taxes;  control  of  carriers,  persons  and  mer- 
chandise entering  or  departing  the  United  States ;  administration  of 
the  tariff  and  related  laws  affecting  international  trade  and  traffic; 
detection  and  prevention  of  smuggling  and  frauds  on  the  revenue; 
and  regulation  of  vessels  coastwise  and  in  fishing  trades.  In  addition, 
an  air  security  program,  including  preflight  screening  of  boarding 
air  passengers  and  in-flight  undercover  guarding  to  prevent  sky- 
jackmgs,  is  part  of  the  Customs  mission.  The  Bureau  has  special 
programs  for  informing  the  public  of  its  requirements  and  encourages 
voluntary  compliance  by  the  international  trading  community  with  the 
laws,  regulations,  and  controls  established  by  Customs  and  numerous 
other  Federal  agencies. 

Bureau  and  field  operations 

Antidumping  mid  countervailing  duties. — A  considerable  amount  of 
interest  was  shown  by  American  industry  during  fiscal  1972  in  the 
administration  of  the  Antidumping  Act.  Thirty-nine  dumping  cases 
were  initiated,  an  increase  of  70  percent  over  fiscal  1971.  Thirty- 
six  dumping  cases  were  closed  and  23  were  referred  to  the  Tariff  Com- 
mission. Eighteen  findings  of  dumping  were  issued  during  the  year. 
Four  countervailing  duty  proceeding  notices  were  published,  and  two 
countervailing  duty  orders  were  published. 

As  of  June  30,  40  operations  officers  have  been  assigned  to  process 
antidumping  and  countervailing  duty  cases.  The  administrative  staff 
has  also  increased  to  provide  necessary  support.  Case  analysts  have 
participated  in  domestic  and  overseas  investigations  in  cooperation 
with  special  agents  and  customs  representatives.  Operations  officers 
are  on  duty  in  Tokyo  and  Paris  to  conduct  dumping  and  countervail- 
ing duty  investigations,  resulting  in  a  greater  degree  of  accuracy  and 
shorter  processing  time  in  complex  antidumping  cases. 

Appraisement. — Technological  advances  and  the  rise  in  volume  of 
international  trade  during  the  past  decade  have  been  so  rapid  that  a 
reevaluation  of  customs  procedures  related  to  the  import  specialists' 
activities  was  deemed  necessary.  As  a  result,  a  program  which  provides 
a  fundamentally  new  approach  has  been  developed  and  implemented. 
Its  objectives  are:  (1)  To  place  the  import  specialist  in  direct  contact 
with  the  purchaser  (importer)  at  the  earliest  possible  time  for  the 
purpose  of  (a)  examining  the  imported  merchandise  as  well  as  any 
other  merchandise  imported  or  to  be  imported  by  that  importer;  (b) 
obtaining  such  information  relating  to  the  purchase  as  is  pertinent  to 
its  classification,  value,  or  admissibility,  and  reviewing,  as  appropriate, 
pertinent  supporting  records  for  verification,  including  records  of 
payment,  etc.;  and  (c)  establishing  effective  communications  between 
the  importer  and  Customs  for  simplifying  the  processing  of  future 
transactions;   (2)  to  require  coordination  of  the  information;  (3)  to 
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assure  effective  supportive  examination;  and  (4)  to  encourage  the 
use  of  all  sources  of  trade  information. 

Carters  and  persons  entering. — Significant  progress  has  been  made 
in  efforts  to  preclude  the  smuggling  of  high-grade  heroin  by  military 
personnel  returning  from  Southeast  Asia.  Nearly  300,000  military 
personnel  and  their  personal  effects  have  been  processed  under  intensi- 
fied inspection  procedures,  and  over  176,000  pieces  of  cargo  have  been 
subjected  to  enforcement -type  examinations. 

Clearance  of  passengers  and  baggage  at  U.S.  ports  continues  to  be 
handled  with  as  little  delay  and  inconvenience  as  possible  and  with 
continued  enforcement  effectiveness  of  the  screening  inspection  sys- 
tem which  was  developed  last  year. 

Collections. — Revenue  collected  by  Customs  during  fiscal  1972 
totaled  almost  $4.2  billion,  an  increase  of  approximately  20  percent  over 
fiscal  1971  coller'tions  of  ift3.47  billion.  Included  in  the  1972  collections  is 
almost  a  half  billion  dollars  collected  under  the  10-percent  surcharge 
program.  Collections  and  payments  by  customs  regions  and  districts, 
as  well  as  the  major  classes  of  all  collections  made  by  Customs,  are 
contained  in  the  Statistical  Appendix.  The  cost  of  collecting  $100 
was  $4.71. 

Customs  Information  Exchange  (CIE) . — The  mission  of  the  CIE  is 
to  promote  uniformity  in  appraisement  and  classification  of  merchan- 
dise regardless  of  the  port  of  entry.  It  also  serves  to  standardize  treat- 
ment of  similar  transactions  at  all  ports  of  entry.  There  were  20,000 
disagreements  reported  on  classification  and  value  reports,  most  of 
which  were  resolved  through  the  CIE.  Only  50  were  sent  to  the  Bureau 
for  a  decision.  Two  hundred  requests  were  received  for  information 
from  foreign  and  domestic  sources.  Another  800  requests  were  handled 
for  certified  exchange  rates  for  currencies  not  listed  on  the  weekly  list 
of  rates  of  exchange  certified  by  the  Federal  Reserve  Bank  of  New 
York. 

More  than  2,300  publications  with  pricelists  and  value  data  on  mer- 
chandise of  foreign  manufacturers  and  shippers  were  disseminated 
to  customs  officers  at  ports  which  receive  importations  of  such  or 
similar  merchandise. 

Dratvhack. — Fiscal  1972  was  the  first  year  of  operation  under  the 
new  procedure  whereby  manufacturers  are  required  to  pi-epare  their 
drawback  statements  without  assistance  from  the  Office  of  Investiga- 
tions districts.  A  total  of  350  applications  to  operate  under  the  sub- 
stitution provision  of  the  drawback  law  were  received  and  processed. 

Wool  was  the  single  product  which  required  the  greatest  amount 
of  attention  in  the  drawback  area.  Although  the  procedures  for  substi- 
tution of  wool  and  for  processing  drawback  claims  on  wool  products 
were  issued  in  1960,  there  was  very  little  activity  in  wool  drawback 
until  the  past  year.  As  a  result  of  this  sudden  increase,  new  methods 
and  pi'occdures  have  boon  introduced  to  simplify  the  preparation  of 
claims  bv  the  manufacturer-exporter  and  their  processing  by  Customs. 

In  addition  to  fulfilling  the  normal  role  of  assisting  American 
manufacturers  in  competing  in  foreign  markets,  drawback  occasionally 
serves  an  unusual  purpose.  For  example,  during  the  past  year  it  was  a 
factor  in  a  program  established  by  AID  and  the  Department  of  Agri- 
culture for  supplying  certain  sweetened  food  products  for  children 
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in  Bangladesh  during  the  food  crisis  there.  To  reduce  the  cost  of  food 
to  the  lowest  possible  figure,  customs  representatives  assisted  in  setting 
up  procedures  for  furnishing  drawback  information  to  contractor 
who  filed  bids  to  malce  such  products. 

The  total  drawback  allowance  paid  during  fiscal  1972  amount-ed  to 
$42,418,235  as  reflected  in  the  Statistical  Appendix.  Drawback  allow- 
ance on  the  exportation  of  merchandise  manufactured  from  imported 
materials  amounts  to  09  percent  of  the  customs  duties  paid  at  the  time 
the  ffoods  are  imported. 

Entrance  and  clearance  of  vessels. — The  followinjo;  table  compares 
entrances  and  clearances  of  vessels  for  fiscal  years  1971  and  1972. 

Percentage 
Vessel  movements '  1971  1972       increase  or 

decrease  (— ) 

Entrances: 

Direct  from  foreign  ports M8,363        46,421  -4.00 

Via  otiier  domestic  ports.. '37,696        31,616  -16.13 

Total. --- '86,059        78,037  -9.32 


Direct  to  foreign  ports 47,949       45,679  -4.73 

Via  other  domestic  ports 36,851        30,676  -16.76 

Total 84,800       76,355  -9.96 

'  Excluding  Puerto  Rico  and  the  Virgin  Islands. 

Entries  of  merchandise. — Eleven  ports  of  entry  participated  in  the 
import  control  team  program,  which  was  designed  to  supplement  the 
normal  merchandise  examination  functions,  provide  for  enforcement 
oriented  examinations,  and  obtain  a  clear  understanding  of  the  enforce- 
ment and  revenue  risks  involved  in  present  procedures. 

For  fiscal  1972,  2,309  shipments  were  subjected  to  a  100-percent 
examination.  Of  those  examined,  29  percent  or  674  shipments  were 
found  to  contain  discrepancies  of  one  form  or  another.  They  ranged 
from  false  declarations,  deliberate  undervaluation  of  merchandise  and 
fraudulent  quantities  to  improperly  prepared  invoices.  In  aadition  to 
the  violations  of  statutory  requirements  detected,  a  potential  loss  of 
$159,911  in  revenue  was  collected.  A  large  number  of  fraud  cases  were 
initiated  as  a  direct  result  of  this  program. 

Terminals  that  do  not  provide  adequate  security  areas  for  the  stor- 
age of  high-value  merchandise  have  been  identified  in  all  regions.  The 
provisions  of  Treasury  Decision  71-39  will  be  applied,  which  may  in- 
clude revoking  term  permits  to  unlade,  beginning  with  facilities  where 
security  areas  do  not  exist  and  continuing  in  the  order  of  seriousness 
of  each  situation. 

Fibers  administration. — On  the  advice  of  the  Committee  for  the 
Implementation  of  Textile  Agreements,  Customs  imposed  12  addi- 
tional restraint  levels  on  wool  and  manmade  fiber  textiles  imported 
from  the  Republic  of  China  and  the  Republic  of  Korea  October  1, 1971, 
through  September  30,  1972.  These  new  quotas  caused  a  400-percent 
increase  in  the  number  of  field  transactions  telephoned  to  the  head- 
quarters quota  section.  In  all,  the  Commissioner  of  Customs  issued  51 
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restraint  levels  on  merchandise  from  seven  countries;  21  of  these  were 
on  merchandise  never  before  nnder  import  control. 

Foreign  trade  zo'iies. — Cnstoms  duties  and  intei-nal  revenue  taxes 
collected  durinfr  fiscal  1972  from  the  nine  zones  in  operation  amounted 
to  $11,633,299,  The  following  table  summarizes  foreign  trade  zone 
operations  during  fiscal  1972, 


Trade  zone 


Received  in  zone 

Delivered  from  zone 

Duties  and 

Number 
of 

internal 
revenue 

Long 

Value 

Long 

Value 

entries 

tons 

tons 

taxes 
collected 

1,  769 

11.030 

$16,984,126 

12,  743 

$15,  719, 139 

$3, 663.  770 

3, 030 

34,012 

42,  835,  704 

32, 149 

37, 494,  704 

2, 602,  536 

1,043 

5,138 

7,196,971 

4,596 

5,  694, 339 

651,277 

66 

23 

163,  988 

16 

89,  720 

14,  769 

115 

1,495 

1,978,540 

1,986 

1,692,406 

172,081 

991 

2,  276 

4,  623 

2,  413 

4,656 

387, 966 

225 

34,  739 

25, 327, 850 

44, 848 

22,075,179 

2,  003,  729 

7, 237 

4,591 

10, 139 

4,569 

9,782 

2, 132, 839 

23 

332 

7,015 

74 

2,402 

4,332 

14, 499 

93, 636 

94,  508, 956 

103, 394 

82,  782, 327 

11,633,299 

New  York 

New  Orleans 

San  Francisco 

San  Francisco  (subzone). 

Seattle... 

Mayaguez 

Toledo 

Honolulu 

Honolulu  (subzone) 

Total 


Laboratories. — Samples  tested  in  Customs  laboratories  during  fiscal 
1972  totaled  170,278,  Xew  equipment  and  techniques  have  resulted  in 
more  efficient  use  of  laboratory  services  and  expertise.  The  first  of 
three  second-generation  X-ray  devices  for  examining  postal  packages 
has  been  installed.  Other  new  equipment  includes  an  improved  nar- 
cotics detection  kit  for  field  use,  gas  and  mass  spectographs,  distil- 
lation equipment,  a  metallurgical  furnace,  gas  chromatographs,  and 
fluorine  apparatus. 

Mail  operations. — Mail  operations  personnel  again  concentrated 
their  efforts  on  the  100-percent  examination  program  for  all  mail 
from  Vietnam  and  Thailand ;  a  decreasing  number  of  violations  indi- 
cate the  program's  efl'ectiveness. 

Approximately  37  million  pieces  of  foreign  mail  were  diverted  from 
postal  channels  for  customs  examination,  principally  at  the  port  of 
New  York,  Approximately  15,000  pieces  seized  contained  obscene 
matter;  approximately  200.000  pieces  contained  lottery  materials  re- 
delivered for  disposition  to  postal  authorities;  and  approximately 
5,000  pieces  contained  seized  narcotics  delivered  for  disposition  to  the 
Office  of  Investigations, 

With  the  implementation  of  the  new  pressure-sensitive  mail  entry 
envelope,  composed  of  a  transparent  plastic  matei-ial  which  permits  a 
clear  exposure  of  the  mail  entry  and  its  serial  number,  the  manual 
writing  of  the  mail  entry  number  on  dutiable  parcels  has  been  virtually 
eliminated  resulting  in  significant  savings  of  manpower, 

A  program  for  providing  a  career  laddei-  for  personnel  working  in 
mail  divisions  has  been  formalized.  The  concept.  Avhich  abolishes  Wage 
l^oard  positions  and  establishes  new  positions  in  the  General  Schedule, 
is  expected  to  resolve  the  present  morale  problems  existing  in  this 
activity, 

Pemaltics. — Dui'ing  fiscal  1972,  the  Bureau  headquarters  offices 
received,  reviewed,  and  prepared  decisions  concerning  violations  of 
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customs  and  related  laws  and  claims  for  liquidated  damages  assessed 
under  customs  bonds.  A  total  of  1,219  cases  involving  $238,063,975  of 
liability  resulted  in  a  net  liability  of  $4,649,284  imposed  by  penalty 
decisions. 

Penalty  cases,  fiscal  1972 


Types  of  case                                                        Number 

Full  statutory 
liability  of 
violators 

Penalty  and  forfeiture.                      - ---           957 

$228, 647, 321 

9, 416, 654 

Total    -  .                  - 1,219 

238,063,975 

Net  liability  imposed  by  penalty  decisions,  1971  and  1972 

Types  of  case                                                               1971 

1972 

Penalty  and  forfeiture                                                          - $3,456,211 

$4,  291, 098 

358, 186 

Total                                                                --- .-3,708,798 

4, 649,  284 

Quotas. — During  fiscal  1972,  Customs  administered  a  total  of  198 
tariff-rate  and  absolute  quotas  imposed  under  proclamations,  legisla- 
tion and  agreements.  In  addition,  91  directives  from  the  President's 
Cabinet  Textile  Advisory  Committee  and  the  Committee  for  the 
Implementation  of  Trade  Agreements  resulted  in  the  implementation 
and  administration  of  395  quotas  on  cotton  textile  products,  24  quotas 
on  wool  and  manmade  fiber  textile  products,  and  nine  prohibitions 
involving  28  foreign  countries. 

Other  new  quotas  imposed  included  stainless  steel  flatware ;  sweetened 
chocolate,  candy  and  confectionery;  and  certain  cheeses. 

Regulations. — As  part  of  the  general  revision  of  Customs  Regula- 
tions, five  parts  were  completed  and  became  effective,  and  16  other 
parts  are  being  evaluated,  undergoing  review,  or  are  in  various  stages 
of  preparation. 

The  Division  of  Eegulations  has  been  charged  with  the  duty  of 
drafting  all  amendments  to  the  regulations  for  other  Bureau  offices. 
Some  of  these  amendments  have  dealt  with  changes  in  ports  of  entry 
and  Customs  stations,  creation  of  ports  of  entry,  revocation  of  inter- 
national airports  status,  new  procedures  for  bonded  fuel  for  aircraft, 
the  microfilming  of  customhouse  brokers  records,  the  retention  of 
seized  switchblade  knives,  and  the  signing  of  petitions  for  remission 
or  mitigation  of  fines,  penalties  or  forfeitures,  and  of  petitions  for 
relief. 

Treasury  Decision  72-149  designated  certain  steel  wirebaskets  and 
steel  dollies  as  instruments  of  international  traffic. 

Restricted  merchandise. — A  total  of  169  trademarks,  service  marks, 
renewals,  assignments  and  name  changes,  and  142  copyrights  were 
recorded.  Five  patent  surveys  or  renewals  were  approved.  A  total  of 
$44,220  of  recordation  and  related  fees  was  collected  for  these  services. 
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Approximately  2,100  cases  were  handled  concerning;  various  import 
restrictions,  prohibitions,  or  controls,  including  one  country-of-origin 
marking  on  goods  of  mainland  China  origin. 

The  Bureau  published  two  Treasury  Decisions  to  implement  Presi- 
dential orders  for  temporary  exclusion  of  foreign-made  lightweight 
luggage  and  pantyhose  which  imder  19  U.S.C.  1337  may  infringe  upon 
U.S.  owners'  patent  rights. 

The  Bureau  reviewed  under  the  obscenity  provisions  14  commercial 
feature-length  films,  of  which  10  imported  films  were  referred  after 
customs  seizure  to  the  U.S.  attorney  for  judicial  forfeiture  proceedings. 

Tariff  classification.— T\\Q  final  stage  of  duty  reductions  under  the 
"Kennedy  Round"  of  international  tariff  agreements  went  into  effect 
during  fiscal  year  1972.  As  a  result,  the  duty  on  most  items  in  the 
tariff  schedules  of  the  United  States  has  been  reduced  by  approximately 
one-half  since  the  first  stage  of  reductions  became  effective  in  fiscal 
1968. 

Enforcement 

Continued  emphasis  was  placed  on  the  interdiction  of  illicit  drugs. 
With  additional  personnel  and  equipment,  the  intensified  enforcement 
program  was  expanded  to  examine  more  people,  vehicles,  aircraft, 
boats,  cargo,  and  mail  entering  the  country.  More  advanced  technology 
is  being  used  in  the  form  of  computer  identification  systems  and  highly 
sophisticated  radio  commimications  networks. 

A  policy  of  seeking  international  cooperative  action  was  imple- 
mented. Discussions  were  held  witli  customs  officials  in  Europe,  Mexico, 
Canada,  and  the  Far  East  concerning  narcotics  interdiction. 

The  rapid  increase  in  the  use  of  light  aircraft  for  smuggling 
prompted  initiation  of  the  air  intrusion  program.  Customs  aii'craft  are 
now  equipped  with  radar  and  other  sophisticated  sensing  systems. 

Detector  dogs  have  been  effectively  used  in  international  mail  rooms, 
cargo  docks  and  terminals,  and  poi-ts  of  entry  along  the  Mexican  bor- 
der. At  yearend,  there  were  41  liandlers  and  65  dogs  permanently  as- 
signed to  field  operations.  The  training  of  additional  handlers  and 
dogs  has  been  broadened  to  include  heroin  and  cocaine  detection. 
Twenty-nine  dogs  have  been  trained  in  these  additional  detection  capa- 
bilities. In  a  9-month  period,  dogs  accounted  for  1,042  seizures. 

During  fiscal  1972,  approximately  160  additional  customs  automated 
data  processing  intelligence  network  (CADPIN)  terminals  were  allo- 
cated to  be  installed  at  Canadian  border  stations,  additional  Offices  of 
Investigations  districts,  and  international  airports.  This  will  double 
the  number  of  terminals  on  the  network.  Installations  are  scheduled 
for  completion  in  the  late  fall  of  1972.  CADPIN  was  responsible  for 
686  productive  narcotic  hits  which  resulted  in  444  arrests. 

Significant  progress  has  been  made  in  the  effort  to  preclude  smug- 
gling by  militarv  pei-sonnel  returning  from  Southeast  Asia.  Two  full- 
time  customs  advisors  advise  and  monitoi-  the  operations  of  the  200-man 
joint  militarv  customs  ffroup  in  Vietnam.  The  limited  number  of  seiz- 
ures and  small  quantities  of  narcotics  seized  attest  to  the  deterrent 
effectiveness  of  this  program. 

During  fiscal  1972,  enforcement  efforts  led  to  the  seizure  of  635 
pounds  of  pure  heroin,  and  379  pounds  of  cocaine. 
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Air  security. — During  fiscal  1972,  there  were  34  skyjacking  incidents 
involving  U.S.  registered  aircraft.  Of  these,  12  were  successful.  There 
has  been  a  decrease  of  33  percent  in  the  number  of  successful  skyjack- 
ings  during  1972  as  compared  to  1971. 

Since  the  beginning  of  tlie  air  security  program  in  fiscal  1971,  there 
have  been  1,107  weapons  seizures,  129  hard  narcotics  seizures,  and  519 
marijuana  or  dangerous  drug  seizures;  48,619  weapons  or  dangerous 
articles  were  detained  and  then  returned  to  the  passengers  later.  There 
was  a  total  of  1,459  arrests — 37  were  aboard  aircraft,  of  which  15  were 
in  response  to  announced  or  threatened  hijackings  and  22  for  other 
causes  involving  safety  of  the  aircraft. 

Training  of  customs  security  officers  (CSO's)  at  the  Treasury  Air 
Security  Officer  School  was  concluded  in  March  1972.  A  CSO  field 
instructional  program  was  initiated  to  keep  the  field  force  abreast  of 
recent  legal  decisions,  particularly  in  the  areas  of  arrest,  search  and 
seizure,  and  air  security  operational  changes  which  directly  affect  their 
enforcement  activities. 

Arrests. — There  were  7,860  arrests  during  the  year,  as  compared 
with  7,810  in  1971.  These  arrests  resulted  in  2,202  convictions  under 
U.S.  statutes  compared  with  2,275  in  the  previous  year. 


Activity 


Fiscal  years 


1971 


1972 


Percentage 
increase  or 
decrease  (— ) 


Arrests  (narcotics) 7,810  7,860 

Nolle  prosequi ' 2,961 

Convictions  under  U.S.  statutes. 2,276  2,202 

Dismissals  and  acquittals 896  711 

Cases  closed 37,995  39,392 


0.6 


-3.2 

-20.7 

3.7 


'  Includes  declinations  and  not  indicted;  category  not  shown  in  fiscal  1971. 

Seizures  of  narcotics. — The  following  table  shows  in  detail  the 
amount  of  drugs  seized  in  fiscal  1972,  as  compared  to  those  seized  in 
fiscal  1971. 


Drug  seizures 


Fiscal  years 


1971 


Percentage 

Increase  or 

1972        decrease  (-) 


Narcotics: 

Heroin: 

Pounds 937.11  634.81  -33 

Number  of  seizures 603  611  21 

Opium: 

Pounds 38.19  60.69  32 

Number  of  seizures.- 141  121  —14 

Cocaine: 

Pounds 360.42  378.68  6 

Number  of  seizures. 176  405  130 

other: 

Pounds 47.82  240.80  404 

Number  of  seizures 265  264  4 

Hallucinogens: 

Hashish: 

Pounds 3,162.76       9,466.29  199 

Number  of  seizures 1,335  2,619  89 

Marijuana: 

Pounds 177,388.44    291,887.40  66 

Number  of  seizures '6,969  7,889  33 

Dangerous  drugs:  ' 

6-grain  units '6,310,060    16,240,449  167 

Number  of  seizures '1,509  1,615  7 


'  Revised. 

>  Including  LSD,  amphetamines  and  barbiturates. 
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Cargo  theft. — An  intensified  pro-am  to  combat  cargo  theft,  inau- 
gurated on  March  3,  1972,  was  terminated  as  planned  on  June  3,  1972. 
Initially  conceived  as  a  west  coast  operation,  the  program  was  also 
extended  t-o  cover  eastern  U.S.  poi-ts.  Basic  objectives  of  this  pi"ogram 
were  to  increase  the  number  of  arrests  for  cargo  theft,  obtain  Federal 
or  local  prosecution  of  each  defendant,  and  recover  stolen  cargo.  The 
program  was  highly  successful  on  both  coasts,  resulting  in  a  total  of 
280  apprehensions  for  cargo  theft  with  recoveries  of  merchandise 
valued  at  over  a  quarter  of  a  million  dollars.  Total  arrests  during  this 
program  were,  roughly,  1,000  percent  higher  than  in  the  comparable 
period  in  1971. 

There  were  over  730  cargo  theft  investigations  during  fiscal  1972. 

Fraud. — During  fiscal  1972,  649  cases  of  fraud  Avere  investigated 
and  processed;  20  of  these  cases  i-esulted  in  criminal  prosecutions. 
Merchandise  valued  at  $254,293,312  was  seized  or  forfeited,  with  the 
potential  loss  of  $5,912,891  in  revenue. 

Neutrality  violation. — Information  developed  by  Customs  during 
the  fiscal  year  led  to  the  indictment  of  three  persons  for  conspiracy  to 
violate  neutrality  laws.  The  three  persons  arranged  the  transfer  to 
Portugal,  without  a  State  Department  license,  of  parts  and  plans  for 
the  Commando  XM-706,  an  armored,  amphibious  vehicle  used  by  the 
U.S.  Army  in  Vietnam.  As  a  result  of  this  illegal  venture,  over  $1 
million  in  armored  vehicles  have  been  manufactured  in  Portugal. 

Cost  reduction/management  improvement 

During  fiscal  1972,  this  program  resulted  in  savings  of  $5,488,800. 
Of  this  amount  $1,482,000  was  cost  reduction,  $3,906,000  was  cost 
avoidance,  and  $100,000  was  savings  to  other  agencies. 

An  example  of  how  such  savings  are  made  is  the  use  of  special 
X-ray  machines  for  examination  of  mail  in  mail  divisions  in  San 
Francisco  and  Chicago.  The  machines,  designed  to  detect  heroin  and 
other  forms  of  contraband  in  tape  cassettes  and  film  mailers,  are  op- 
erated by  only  two  men,  whereas  10  men  previously  had  been  needed 
to  properly  examine  the  parcels.  An  annual  cost  avoidance  of  $72,200 
is  being  realized. 

Improved  services  to  the  ipuhlic. — Speaking  engagements  by  Cus- 
toms officials,  as  part  of  the  cargo  security  program,  were  held  at 
fraternal,  civic,  and  trade  organizations.  Emphasis  was  placed  on  the 
problems  of  cargo  thefts,  and  how  these  thefts  increase  the  prices  of 
merchandise  to  consumers.  Enthusiastic  responses  were  received  from 
the  importing  public. 

Prospective  bidders,  private  and  commercial,  as  a  result  of  an  ex- 
panded use  of  the  news  media,  are  receiving  more  timely  information 
of  the  date,  location,  time  of  viewings,  and  items  ofi'ered  for  sale  at 
Customs  quarterly  auctions. 

Steps  were  taken  in  San  Juan,  Puerto  Rico,  to  expedite  processing  of 
passengers  arriving  at  the  seaport  and  airport.  They  included  the  use 
of  intermittent  inspectors  and  rescheduling  shifts  to  provide  more 
regular  inspector  man-hours  during  peak  periods. 

Public  service  announcements  for  radio  and  television  Avere  recorded 
to  advise  the  public  that  delays  in  cleai'ing  Customs  were  occasioned 
by  the  intensified  inspections  for  drug  smuggling.  The  spots  also  in- 
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elude  information  on  such  things  as  duty-free  allowances  and  locations 
at  which  the  public  can  obtain  helpful  hints  on  customs  regulations. 

Planning  and  research. — A  feasibility  study  regarding  an  airport 
name-search  system  has  been  completed.  Such  a  system  would  give  air- 
port inspectors  CAD  PIN  terminals  for  checking  passengers'  names 
against  the  CADPIN  suspect  file  in  much  the  same  manner  as  license 
plate  queries  are  made  at  land  border  crossings. 

The  random  time  sampling  system  has  provided  detailed,  accurate 
and  up-to-date  information  on  the  utilization  of  Customs  manpower 
in  the  field.  It  has  provided  the  man-year  basis  for  preparation  of  the 
Customs  5-year  plan,  as  well  as  information  for  management  review  at 
Bureau  and  Regional  headquarters. 

Reorganizations. — An  Office  of  Assistant  to  the  Commissioner  (In- 
ternational Affairs)  was  established.  The  functions  of  the  Office  of 
Assistant  to  the  Commissioner  (Foreign  Customs  Assistance)  were 
transferred  to  this  new  office. 

A  Law  Enforcement  Data  Processing  Division  was  established  in 
Bureau  headquarters,  Office  of  Administration,  replacing  the  ADP- 
Law  Enforcement  Section,  Data  Processing  Services  Division.  The 
new  division  assumed  its  predecessor  s  responsibilities,  providing  data 
processing  support  to  both  the  investigative  and  inspectional  customs 
activities. 

The  Financial  Management  Division  has  been  abolished,  and  two 
separate  divisions,  an  Accounting  Division  and  a  Budget  Division, 
have  been  established. 

The  Office  of  Automated  Merchandise  Processing  and  the  Data 
Processing  Services  Division  were  combined  into  the  Office  of  Assist- 
ant to  the  Commissioner  (Automatic  Data  Processing) . 

Ports  of  entry  were  established  at  Alcan,  Alaska ;  Harrisburg,  Pa. ; 
Progreso,  Tex. ;  and  Vicksburg,  Miss.  Albuquerque,  N.  Mex.,  was  des- 
ignated a  customs  station,  and  service  was  initiated  at  Logan  Field, 
Billings,  Mont.,  on  a  reimbursable  basis.  Las  Vegas  and  Reno,  Nev., 
were  designated  temporary  customs  stations  for  a  1-year  period. 

Security  and  audit.— The  Bureau  conducted  1,699  personnel  inves- 
tigations in  the  fiscal  year  compared  to  2,336  during  fiscal  1971. 

During  this  fiscal  year  a  program  was  completed  which  computerized 
all  security  clearances.  Expected  to  be  operational  in  the  near  future, 
the  computerized  system  will  provide  a  current  listing  of  each  em- 
ployee holding  a  clearance,  the  type  of  clearance,  the  date  the  employee 
is  due  for  reinvestigation,  and  other  pertinent  information  regarding 
his  background.  This  program  should  lessen  the  burden  of  recordkeep- 
ing related  to  the  security  clearance  program  throughout  Customs. 

In  this  fiscal  year  several  personnel  dereliction  investigations  were 
conducted  resulting  in  the  arrest  of  five  Customs  employees.  These 
cases  are  particularly  significant  because,  had  the  personnel  involved 
continued  in  their  activities  undetected,  they  would  have  had  a  very 
material  bearing  on  smuggling  in  general,  and  the  national  narcotics 
problem  in  particular.  Had  the  involved  employees  been  reached  by 
professional  smugglers  and  narcotics  traders  before  being  discovered, 
untold  quantities  of  smuggled  merchandise  and  narcotics  could  have 
been  brought  into  the  United  States. 
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Activities  of  auditors  in  task  force  services  and  other  similar, 
unscheduled  activities  resulted  in  management  action  at  the  Bureau 
level  and  in  the  Department  of  the  Treasury.  Audit's  contribution 
to  the  car^o  security  projjram  in  connection  with  claims  of  nonde- 
livered  merchandise  resulted  in  policy  pronouncements  designed  to 
reduce  waterfront  thefts  of  imported  merchandise. 

Automated  data  processing 

In  fiscal  1972,  the  Office  of  Automatic  Data  Processing  was  formed, 
combining  the  functions  of  existing  computer  operations  at  Silver 
Spring,  Md.,  with  automated  merchandise  processing  system  (AMPS) 
program  management  responsibilities,  and  permitting  better  integra- 
tion of  short-  and  long-range  ADP  programs  throughout  the  Bureau. 

A  3-year  program  plan  was  developed  for  the  design  and  imple- 
mentation of  AlVIPS,  a  nationwide  computer  network  for  servicing 
both  national  headquarters  and  field  needs  by  the  mid-seventies.  The 
program  calls  for  a  large  development  effort  leading  to  the  installa- 
tion of  an  initial  version  of  the  system  in  "Washington,  D.C.,  and 
Seattle,  Wash.,  replacing  manual  systems  now  employed  for  control 
of  cargo  and  collection  of  revenue.  The  fiscal  1972  program  plan  was 
achieved  with  the  completion  of  basic  system  design  work,  the  initia- 
tion of  paper  work  for  the  acquisition  of  two  large-scale  computers 
for  the  first  phase  of  the  effort,  and  the  detailed  identification  of 
Customs  requirements  for  operation  of  the  system. 

An  automated  customs  agent  case  inventory  system  (CASCIS) 
was  installed,  in  which  each  case  assigned  to  a  customs  agent  for  inves- 
tigation is  logged  into  the  computer  and  all  results,  including  quan- 
tities and  types  of  narcotics  seized,  are  summarized  for  statistical 
analysis. 

A  data  communications  link  between  the  Customs  computer  at 
Silver  Sprino;  and  the  computer  at  the  New  York  customhouse  was 
established.  Data  relating  to  several  applications  are  now  beinjx  trans- 
mitted rather  than  mailed,  resulting  in  shorter  processing  cycles  and 
greater  control  through  faster  turnaround. 

Further  developments  took  place  in  CADPIN.  A  new  name- 
indexing  scheme  was  developed  and  implemented  which  allows 
CADPIN"  master  files  to  exceed  100,000  suspects  without  serious  effects 
on  resnonse  time.  Several  intelligence  svstems  were  developed  during 
fiscal  1972,  including  an  arrest  and  seizure  system,  a  dossier  system, 
and  a  telephone  analysis  system. 

Administration 

Facilities  management. — Consolidation  of  the  Bureau  of  Customs 
headquarters  activities  into  the  Columbia  Plaza  Tower  Building,  cur- 
rently under  construction  in  "Washington,  D.C.,  is  scheduled  for  com- 
pletion early  in  fiscal  1973. 

A  new  property  accountability  system  was  implemented  which  sub- 
stantially reduces  clerical  manpower  utilization,  insures  greater  accu- 
racy of  input  data,  and  provides  better  management  information  and 
control. 

Financial  m.anaqement. — "When  the  surcharge  was  instituted  on 
August  16,  1971,  the  Customs  automated  accounting  system  allowed 
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for  special  code  assignments  that  readily  identified  and  summarized 
surcharge  collections  with  absolute  minimum  field  involvement.  Ap- 
proximately a  half  billion  dollars  in  surcharge  was  collected  through 
February  1972. 

The  Budget  Division  has  been  working  with  the  Accounting  Divi- 
sion to  install  a  new  appropriations  accounting  system  for  fiscal  1973, 
giving  each  headquarters  office  a  financial  plan.  The  Budget  Division 
will  prepare  each  plan,  and  the  financial  data  accumulated  under  the 
new  procedures  will  be  summarized  and  reported  on  a  monthly  basis 
to  each  office. 

Management  analysis. — A  customs  organization  and  position  man- 
agement system  was  developed  to  give  better  control  over  organiza- 
tional structure,  position  and  employment  ceilings,  and  employee 
assignments.  A  system  has  also  been  developed  for  selecting  employees 
to  fill  overseas  positions. 

The  performance  management  system  for  narcotics  control  was 
implemented  and  further  developed  during  the  year.  Several  analyses 
of  the  data  took  place,  including  one  on  the  narcotics-related  arrest- 
to-conviction  rate. 

A  review  for  currency  of  Bureau  directives  eliminated  almost  one- 
third  of  the  existing  internal  management  directives.  In  addition, 
a  new  records  control  system  was  completed. 

More  than  150  customs  forms  were  revised,  and  12  forms  were 
abolished. 

Personnel  management. — The  Bureau  of  Customs  added  1,800  em- 
ployees to  its  ranks  in  fiscal  1972.  Due  to  special  recruitment  empha- 
sis, approximately  one-third  of  the  employees  hired  were  minority 
group  members  and  one-third  were  Vietnam-era  veterans.  In  addi- 
tion, five  women  were  hired  as  investigative  agents,  the  first  time  that 
women  have  filled  that  position  in  Customs. 

Customs  completed  giving  a  labor  relations  seminar  to  all  top  and 
midlevel  managers  of  the  regions. 

The  Presidential  requirement  of  reducing  employment  by  5  per- 
cent was  waived  for  Customs  in  fiscal  1972  because  of  the  additional 
workload  from  the  surcharge  program. 

Cost  of  administration. — Customs  operating  expenses  amounted  to 
$248,248,454,  including  export  control  expenses  and  the  cost  of  addi- 
tional inspection  reimbursed  by  the  Department  of  Agriculture. 

The  following  table  shows  man-years  employment  data  in  fiscal 
years  1971  and  1972. 

Man-years  Percentage 

Operation increase  or 

1971  1972        decrease  (-) 

Regular  customs  operations: 

Nonreimbursable. 9,832  11,116  13.1 

Reimbursable!. 508  427  —15.9 

Total  regular  customs  employment 10,340  11,543  11.6 

Export  control _ _ 161  132  —18.0 

Additional  inspection  for  Department  of  Agriculture 276  241  —12.7 

Air  security  program 630  1,310  107.9 

Total  employment 11,407  13,226  15.9 

'  Salaries  reimbursed  to  the  Government  by  the  private  firms  who  received  the  exclusive  services  of  these 
employees. 
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International  affairs 

Throiiofli  a  major  concentrated  effort,  U.S.  customs  advisors  assisted 
the  South  Vietnamese  Customs  Service  successfully  in  sealing  off 
Ton  Son  Xhut  Airport  in  Sai^ron  as  a  major  source  of  contraband 
(ihcludin<r  heroin)  into  Vietnam. 

The  U.S.  team  in  South  Vietnam  also  assisted  the  Directorate  Gen- 
eral of  Customs  in  carrying  out  a  new  nationwide  effort,  coordinated  at 
the  highest  levels  of  the  Government  of  Vietnam,  to  reduce  and  stamp 
out  traffic  in  illicit  and  dangerous  drugs. 

A  new  11-man  effort  was  initiated  to  assist  the  Royal  Laotian  Gov- 
ernment in  bringing  under  control  the  flow  of  narcotics  and  other 
contraband  into  and  through  Laos.  During  June,  a  two-man  team 
began  a  nationwide  narcotics  control  survey  in  Thailand  to  determine 
whether  a  similar  effort  there  might  be  feasible. 

At  the  request  of  AID,  a  survey  was  made  of  the  Haitian  Customs 
Service,  one  of  the  first  AID-sponsored  activities  in  that  country  since 
1963. 

A  three-man  team  assisted  the  Brazilian  Revenue  Service  by  provid- 
ing customs  technical  assistance  in  various  fields.  A  two-man  team 
assisted  the  ongoing  AID-Customs  project  in  Ethiopia  by  providing  a 
6-week  course  in  customs  enforcement;  a  full-time  advisory  team  in 
Ethiopia  established  and  put  into  effect  systems  which  will  reduce 
customs  clearance  time. 

Through  the  efforts  of  the  Senior  Customs  Advisor  in  Afghanistan, 
a  provision  was  added  to  Afghan  customs  law  making  the  export  of 
narcotics  substances  illegal.  Also,  a  3-week  course  in  customs  enforce- 
ment was  conducted  with  U.S.  Customs  assistance, 

A  5-year  customs  technical  assistance  effort  in  Costa  Rica  was  suc- 
cessfully concluded  on  June  30, 1972. 

The  Customs  Directors  of  Vietnam,  Bulgaria,  Yugoslavia,  and 
Costa  Rica,  with  accompanying  high-level  customs  officials  from  their 
own  respective  countries,  were  given  observation  training,  ranging 
from  1  week  to  1  month  in  duration  in  major  U.S.  ports. 

Approximately  175  foreign  customs  and  border  officials  were  pro- 
grammed for  TT.S.  Customs  observation  training  and  for  formal  coui-ses 
in  Laredo,  Tex.,  and  at  the  Customs  National  Training  Center,  Union- 
dale,  N.Y. 

The  Bureau  was  represented  at  various  international  meetings  of 
the  Customs  Cooperation  Council  during  the  year,  including  those  of 
the  Permanent  Technical  Committee,  the  TTniversal  Commodity  Code 
Project,  the  Chemist  Committee  meeting,  the  Working  Partv  on  the 
Origin  of  Goods,  and  the  57th  and  58th  sessions  of  the  Valuation 
Committee.  In  addition.  Bureau  representatives  participated  in  the 
subsidiary  meetings  of  the  Inland  Transport  Committee  of  the  Eco- 
nomic Commission  foi-  Europe  and  the  Inter-Governmental  Maritime 
Consultative  Organization.  In  June  1972,  Assistant  Secretary  Rossides 
served  as  the  U.S.  Delegate  to  the  39t]i  and  40th  sessions  of  the  Council. 
Mr.  Rossides  extended  an  invitation,  which  was  accepted  by  the 
Council  members,  to  hold  the  lOtli  meeting  of  the  Repi-esentatives  of 
Customs  Investigation  Services  in  the  United  States  in  the  fall  of  1973. 

On  June  5,  1972,  in  Brussels,  Robert  V.  Mclntyre,  IT.S.  representa- 
tive to  the  Customs  Cooperative  Council,  signed,  subject  to  ratifica- 
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tion,  the  Customs  Convention  on  the  International  Transit  of  Goods 
(ITI  Convention).  The  United  States  thereby  takes  a  leading  role  as 
a  signatory  to  an  international  convention  designed  to  meet  the  present 
day  need  for  facilitation  of  world  trade. 

On  June  5, 1972,  the  Customs  Cooperation  Council  formally  adopted 
the  recommendation  concerning  lighters  carried  by  LASH  or  similar- 
type  vessels.  The  Bureau  of  Customs  was  responsible  for  first  intro- 
ducing the  question  of  uniformity  in  the  treatment  of  LASH-type 
vessels  and  for  preparing  the  fii-st  draft  recommendation  for  consider- 
ation by  the  Council  Members. 

During  fiscal  1972,  U.S.  Customs,  through  the  American  Embassy 
in  Brussels,  notified  the  Secretary  General  of  the  Customs  Coopera- 
tion Council  that  the  U.S.  accepted  without  reservation  the  following 
recommendations : 

(1)  To  expedite  the  forwarding  of  relief  consignments  in  the  event 
of  disasters  through  simplification  of  customs  formalities. 

(2)  The  spontaneous  exchange  of  information  concerning  illicit 
traffic  in  narcotic  drugs  and  psychotropic  substances. 

(3)  Mutual  administrative  assistance. 

(4)  The  pooling  of  information  concerning  persons  convicted  of 
customs  ofi^enses. 

(5)  The  pooling  of  information  concerning  customs  fraud. 

Public  information 

Eleven  customhouses  were  designated  "historic"  under  a  con- 
tinuing program  which  is  part  of  Treasury's  contribution  to  the 
American  Bicentennial  era.  The  historic  customhouse  program  focuses 
attention  on  Customs  role  as  the  financial  mainstay  for  the  young 
Republic. 

A  continued,  accelerated  information  program  concerning  the  prob- 
lems of  drug  abuse  is  reflected  bv  the  preparation  and  distribution  of 
8,040  information  kits  and  the  issuance  of  355  news  releases,  speech 
texts,  fact  sheets,  photos,  etc.  INIajor  articles  appeared  in  45  publica- 
tions ;  42  talks  and  presentations  were  made  by  Bureau  officials ;  and 
spot  announcements  were  produced  and  aired  over  radio  and  televi- 
sion networks. 

Equal  employment  opportunity 

During  the  year,  the  first  conference  for  EEO  officers  in  Customs  was 
held  jointly  with  the  Internal  Revenue  Service.  Emphasis  was  placed 
on  the  latest  approaches  to  program  implementation,  the  handling  of 
complaints,  and  changes  in  laws  and  regulations. 

Reports  from  field  offices  indicate  that  employment  of  members  of 
minority  groups  and  females  in  teclinical  and  professional  positions 
has  increased. 

Office  of  Director  of  Practice 

The  Office  of  Director  of  Practice  is  a  part  of  the  Office  of  the 
Secretary  of  the  Treasury  and  is  under  the  immediate  supervision  of 
the  General  Counsel.  Pursuant  to  the  provisions  in  Treasurv  Depart- 
inent  Circular  No.  230  (31  CFR,  Pt.  10),  the  Director  of  Practice 
institutes  and  provides  for  the  conduct  of  disciplinary  proceedings 
against  attorneys,  certified  public  accountants,  and  enrolled  agents 
who  are  alleged  to  have  engaged  in  disreputable  conduct  or  who  are 
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alleged  to  have  violated  the  rules  and  regulations  regarding  practice 
before  the  Internal  Revenue  Service.  The  Director  of  Practice  also 
exercises  jurisdiction,  as  the  first  level  of  administrative  appeal,  in 
those  cases  where  the  Commissioner  of  Internal  Revenue  denies  an 
application  for  enrollment  to  practice  before  the  Internal  Revenue 
Service  made  bv  persons  seeking  enrollment  pursuant  to  Section  10.4 
of  Circular  230'. 

During  fiscal  1972,  amendments  were  promulgated  to  Treasury 
Department  Circular  No.  2:^0  (81  CFR,  Pt.  10)  to  provide  rules 
governing  practice  by  any  person  before  the  Internal  Reveniie 
Service  on  matters  relating  to  the  President's  economic  stabilization 
program.  Those  amendments  regarding  practice  before  the  Service  on 
economic  stabilization  matters  appeared  in  87  F.R.  1016  dated  Janu- 
ary 21,  1972,  and  in  87  F.R.  11676  dated  June  10,  1972.  Despite  adop- 
tion of  amendments  relating  to  authority  of  any  person  to  practice 
before  the  Internal  Revenue  Service  on  economic  stabilization  matters, 
it  remains  the  position  of  the  Department  of  the  Treasury  that  an 
appearance  before  the  Internal  Revenue  Service  on  economic  stabiliza- 
tion matters  shall  not  in  any  manner  be  considered  to  be  an  authoriza- 
tion to  practice  before  the  Service  for  the  purpose  of  tax  matters. 

On  July  1,  1971,  there  were  84  derogatory  information  cases  pend- 
ing in  the  Office  under  active  review  and  evaluation,  six  of  which 
were  awaiting  presentation  or  decision  before  a  hearing  examiner. 
During  the  fiscal  year,  162  cases  were  added  to  the  caseload  of  the 
Office.  Disciplinary  action  was  taken  in  65  cases,  either  by  the  Office 
or  by  order  of  a  hearing  examiner.  Those  65  actions  consisted  of  one 
order  of  disbarment,  87  suspensions  (either  by  order  of  the  examiner  or 
by  consent  of  the  practitioner)  and  27  reprimands.  The  65  actions 
affected  17  attorneys,  26  certified  public  accountants  and  22  enrolled 
agents. 

Five  proceedings  for  disbarment  or  suspension  were  initiated  before 
a  hearing  examiner  during  fiscal  1972.  Therefore,  including  the  six 
cases  remaining  on  the  examiner's  docket  on  July  1,  1971,  there  were 
11  cases  before  the  examiner  during  fiscal  1972.  Initial  decisions  in- 
voking a  disciplinary  action  by  the  examiner  were  rendered  in  seven 
of  the  cases.  In  one  case,  involving  a  certified  public  accountant,  the 
examiner's  initial  order  was  that  the  respondent  be  disbarred  from 
further  practice  before  the  Service.  In  six  cases,  the  examiner  issued 
initial  orders  for  suspension  from  practice  before  the  Internal  Reve- 
nue Service.  In  one  case,  the  proceedings  were  dismissed  due  to  the 
respondent's  death.  As  of  June  80,  1972,  throe  cases  were  ponding  on 
the  examiner's  docket  awaiting  presentation  or  decision.  Two  cases 
in  which  the  examiner  had  made  initial  findings  and  decisions  were 
on  appeal  to  the  Secretary  pursuant  to  section  10.71  of  Circular  280. 

Seventy-seven  cases  were  removed  from  the  Office  caseload  during 
fiscal  1972  after  review  and  evaluation  showed  that  the  allegations 
of  misconduct  did  not  state  sufficient  grounds  to  maintain  disciplinary 
proceedings  under  the  regulations  of  Circular  280.  Including  the  three 
cases  pending  on  the  examiner's  docket,  there  Avere  104  derogatory 
information  cases  under  consideration  in  the  Office  as  of  June  80,  1972. 

During  the  fiscal  year,  three  certified  jHiblic  accountants  and  one  at- 
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torney  petitioned  the  Director  of  Practice,  pursuant  to  section  10.75 
of  Circular  230,  for  reinstatement  to  practice  before  the  Internal 
Revenue  Service.  Favorable  consideration  was  given  to  each  petition 
and  reinstatement  was  accordingly  granted. 

Office  of  Domestic  Gold  and  Silver  Operations 

The  Office  of  Domestic  Gold  and  Silver  Operations,  in  the  Office  of 
the  Under  Secretary  for  Monetary  Affairs,  assists  the  Under  Secre- 
tary and  the  Assistant  Secretary  (Economic  Policy)  in  the  formula- 
tion, execution,  and  coordination  of  policies  and  programs  relating 
to  gold  and  silver  in  both  their  monetary  and  commercial  aspects.  The 
Office  administers  the  Department  of  the  Treasury  gold  regulations 
relating  to  the  purchase,  sale,  and  control  of  industrial  gold  and  gold 
coin ;  issues  licenses  and  otlier  authorization  for  the  use,  import  and 
export  of  gold  and  for  the  importation  and  exportation  of  gold  coin ; 
receives  and  examines  reports  of  operations ;  and  investigates  and  su- 
pervises the  activities  of  users  of  gold.  Investigations  into  possible  vio- 
lations of  the  gold  regulations  are  coordinated  with  the  U.S.  Secret 
Service,  the  Bureau  of  Customs,  and  other  enforcement  agencies. 

Use  of  gold  for  industrial  purposes 

Estimated  net  industrial  use  of  gold  in  the  United  States  during 
the  calendar  year  1971  was  6,933,000  ounces  as  compared  with  5,973,000 
ounces  in  1970,  an  increase  of  16  percent.  The  1971  increase  in  pur- 
chases was  due  both  to  increased  production  of  gold  products  and  to 
increased  gold  inventories.  The  estimated  total  purchases  of  gold  and 
allocation  of  purchases  by  industry  group  for  the  years  1966-71  are 
shown  in  table  1. 

Table   1. — Estimated  industrial  use  of  gold  in  the   United  States  calendar  years 

1966-71 

[Thousands  of  fine  troy  ounces] 

1966   1967   1968   1969   1970   1971 

Estimated  total  purchases  of  gold  by  U.  S.  industry 6, 062     6, 294     6, 604      7, 109     5, 973       6, 933 

Converted  into  fabricated  products.- 6,984      5,942      6,073      6,568      6,148       6.542 

Increase  in  inventories 78         352         531         541      -175  391 

Allocation  of  purchases  by  industry  group 6,062      6,294      6,604      7,109      5,973       6,933 

Jewelry  and  arts 3,758      3,840      3,908      3,839      3,340       4,299 

Dental 424         566         771         710         658  750 

Industrial,  including  space  and  defe-nse... _._    1,880      1,888.1,925      2,560      1,975        1,884 


Sources  of  gold 

Sales  of  gold  by  the  Treasury  for  industrial  use  and  purchases  from 
the  private  market  were  terminated  on  March  18,  1968.  Since  that 
date,  gold  used  in  industry,  profession  and  art  in  the  United  States 
has  come  from  new  domestic  production  and  from  imports.  Of  the 
6,933,000  fine  troy  ounces  used  in  1971,  1,556,000  ounces  came  from 
U.S.  mine  production  and  5,377,000  ounces  were  imported.  Countries 
from  which  the  gold  was  imported  are  shown  on  table  2. 
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Table  2. — Exports  and  imports  of  gold  into  the   United  Stales  for  industrial  use, 

calendar  year  1971 

[Thousands  of  fine  troy  ounces] 

Country  Exports  Imports 

Belgium _ 147 

Canada 

Switzerland 

United  Kingdom 

West  Germany 

Other  countries 

Philippines  '. 

South  Africa  - 

Total 

Net  imports  of  gold 5, 377 

'  Recovered  from  base  bullion  imported  from  the  Philippines. 

-  Purchased  from  the  account  of  the  South  African  Reserve  Bank  at  the  Federal  Reserve  Bank  of  New 
York. 

Trading  in  gold  on  exchanges 

On  July  24,  1971,  the  regulations  were  amended  to  prohibit  the 
trading  of  gold  in  any  form  on  commodity  exchanges  and  the  acquisi- 
tion of  American  or  foi-eign  gold  coins  of  any  description  for  specula- 
tive purposes.  The  purpose  of  tlie  amendment  was  to  clarify  the 
intent  of  the  gold  regulations  that  gold  coins  may  be  held  only  for 
numismatic  purposes. 

Gold  coins 

Licenses  are  required  to  import  gold  coins  minted  during  or  after 
1934.  Licenses  are  issued  only  for  coins  of  recognized  special  value  to 
collectors  of  rare  and  unusual  coin.  Gold  coins  minted  after  Janu- 
ary 1,  1960,  may  not  be  imported  unless  the  particular  coin  had  been 
licensed  for  importation  prior  to  April  80,  19(59. 

Licensing  of  gold  dealers 

The  Office  continued  licensing  banks  and  commodity  firms  to  acquire 
and  impoit  gold  for  sale  to  domestic  industrial  users  Avith  13  such 
licenses  outstanding  at  the  end  of  the  fiscal  year. 

Bureau  of  Engraving  and  Printing 

The  Bureau  of  Engraving  and  Printing  is  responsible  for  manu- 
factui'ing  XLS.  paper  currency,  various  public  debt  instruments,  and 
most  other  evidences  of  a  financial  character  issued  by  the  Government, 
such  as  postage  and  internal  i-evenue  stamps,  food  coupons,  and  mili- 
tary payment  certificates.  In  addition,  the  Bureau  prints  commissions, 
certificates  of  awards,  permits,  and  a  Avide  variety  of  other  miscel- 
laneous items.  The  liureau  also  executes  certain  printings  for  vai'ious 
territories  administei'ed  by  the  Ignited  States. 

The  Bureau  conducts  extensive  research  and  develoi)nient  programs 
for  improving  the  quality  of  its  products,  reducing  manufacturing 
costs,  and  strengthening  deterrents  to  the  counterfeiting  of  Govern- 
ment securities.  It  manufactures  ink  and  gum  used  foi-  its  i)roducts; 
purchases  materials,  supplies,  and  equipment;  provides  maintenance 
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services  for  its  buildings,  plant  machinery,  and  equipment ;  and  stores 
and  delivers  its  products  in  accordance  with  requirements  of  customer 
agencies. 

Finances 

The  enactment  of  Public  Law  656,  81st  Congress,  approved  Au- 
gust 4,  1950,  established  a  revolving  fund  method  of  financing  the 
operations  of  the  Bureau.  One  of  the  provisions  of  the  legislation 
placed  all  operations  on  a  completely  reimbursable  basis  for  work  or 
services  performed.  The  legislation  also  established  the  Bureau  of 
Engraving  and  Printing  Fund.  This  fund,  which  became  effective 
on  July  1,  1951,  was  capitalized  on  the  basis  of  (a)  all  assets  and 
liabilities  on  hand  as  of  the  close  of  business  June  30,  1951,  and  (b) 
an  initial  appropriation  by  the  Congress  of  $3,250,000  as  working 
cash  to  meet  payrolls  and  to  pa}'  bills  for  materials,  services,  etc., 
until  such  times  as  reimbursement  would  be  received  for  products 
manufactured  and  sold  to  customer  agencies. 

Since  the  inception  of  the  revolving  fund,  the  Bureau  had  until 
recent  years  depended  upon  funds  recovered  through  depreciation  to 
finance  its  equipment  purchases.  However,  the  limited  funds  (approx- 
imately $1,500,000  annually)  available  through  depreciation  for  the 
orderly  pursuit  of  an  effective  fixed  asset  acquisition  program  have 
seriously  inhibited  the  Bureau's  ability  to  maintain  its  productive  ca- 
pacity at  a  rate  consistent  with  the  growth  of  work  programs.  Fur- 
thermore, these  limited  funds  prevented  the  Bureau  from  keeping 
pace  with  continuing  technological  developments  in  the  field  of 
graphic  arts  and  precluded  the  advancements  the  Bureau  should  have 
been  making  in  further  sophistication  of  its  operations. 

The  bulk  of  the  Bureau's  majoi-  printing  press  equipment  is  not  only 
fully  depreciated  but  also  obsolete  in  productivity  capability  and 
should  be  replaced  with  more  modern  equipment.  ]Moreoyer,  it  was 
recognized  that  funds  should  be  available  for  the  acquisition  of  spe- 
cial custom-designed  equipment  for  mechanizing  some  of  the  more 
costly  manual  processing. 

An  in-depth  analysis  of  immediate  and  predictable  equipment  needs 
culminated  in  the  Bureau  initiating  a  program  covering  fiscal  years 
1972  through  1974  for  the  accelerated  acquisition  of  the  most  modern 
replacement  and  supplemental  equij^ment  at  an  estimated  cost  of  $17 
million.  Since  this  cost  exceeds  the  funds  which  would  be  available  to 
the  Bureau  through  annual  recoveries  of  depreciation  based  on  the 
capitalized  value  of  its  present  equipment,  an  appropriation  of  $3 
million  was  granted  in  fiscal  1972  to  initiate  this  3-year  program.  An 
appropriation  of  $6  million  to  carry  out  phase  II  of  the  program  was 
requested  for  fiscal  1973. 

The  House  Subcommittee  on  Appropriations  reconnnended  that  the 
Bureau's  1973  appropriation  be  reduced  from  the  $6  million  requested 
to  $3  million.  In  its  report,  the  subcommittee  directed  the  Bureau  and 
the  Department  to  review  the  pricing  jwlicies  for  services  with  the 
objective  of  establishing  prices  which  will,  at  least  over  the  relatively 
long  range,  generate  sufficient  funds  to  cover  direct  and  indirect  cost 
of  operations  as  well  as  accumulate  an  adequate  reserve  for  replace- 
ment of  capital  equipment.  The  sense  of  the  recommendation  by  the 
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subcommitteo  is  similar  to  one  made  earlier  by  representatives  of  the 
Office  of  Management  and  Budget,  that  alternate  methods  for  financ- 
ing equipment  purchases  should  be  developed  by  the  Bureau  without 
resortino:  to  the  Cong^ress  for  additional  ap})ropriations  for  such  pur- 
poses. This  matter  is  currently  bein^;  studied. 

Comparative  financial  statements  for  fiscal  yeai-s  1971  and  1972  ap- 
pear in  the  Statistical  Appendix. 

Currency  program 

Total  deliveries  of  currency  note's  in  fiscal  1972  amounted  to  ap- 
proximately 8.1  billion  notes  as  compared  to  2.9  billion  notes  in  fiscal 
1971.  This  year's  unit  cost  of  manufacturino:  currency  was  $8.68  per 
thousand  notes. 

In  order  to  meet  the  increasino;  demand  for  currency  (the  require- 
ment for  fiscal  1978  is  projected  at  4.3  billion  notes),  the  Bureau  is 
constantly  planning  and  implementing  programs  for  the  moderniza- 
tion of  its  currency  manufacturing  operations  and  facilities.  Near- 
future  planning  calls  for  acquisition  of  six  additional  sheet-fed  rotary 
presses — two  each  in  fiscal  years  1974  through  1976 — to  replace  exist- 
ing models  which  were  obtained  in  1957  and  are  fully  depreciated  and 
technologically  obsolete. 

Another  area  given  priority  attention  has  been  the  mechanization 
of  the  finishing  operations  associated  with  the  production  of  currency. 
During  the  past  fiscal  year,  the  prototype  currency  overprinting  and 
processing  equipment  (COPE),  based  on  a  Bureau  concept  and  cus- 
tom designed  to  Bureau  specifications,  became  fully  operative.  In  view 
of  the  limited  funding  available,  the  Bureau  will  l)e  able  to  contract 
in  fiscal  1978  for  only  two  production  models  of  this  equipment,  which 
will  allow  approximately  60  percent  of  the  present  manual  currency- 
finishing  oj^erations  to  be  converted  to  the  automatic  process. 

During  this  fiscal  year,  the  Bureau  executed  a  contract  with  a  pri- 
vate concern  to  determine  the  feasibility  of  equipment  which  would 
automatically  examine  all  plate-printed  sheets  (prior  to  overprinting) 
and  identify  any  note  which  might  be  defective.  Phase  I  of  this  study 
has  been  completed  with  the  conclusion  that  such  equipment  is  now 
within  the  state  of  the  art.  This  conclusion  is  expected  to  be  verified  in 
phase  II  of  the  study  now  in  progress.  It  is  anticipated  that  at  the 
conclusion  of  phase  II  procurement  action  will  be  taken  to  initiate  the 
building  of  a  prototype  machine  for  which  $800,000  has  been  identi- 
fied in  the  1974  budget  request.  The  final  step  in  this  project  would 
be  to  obtain  production-type  examining  equipment  for  currency  in 
fiscal  1975,  and  over  a  period  of  several  years  thereafter,  at  a  total 
estimated  cost  of  $8  million.  Similar  type  equipment  would  be  obtained 
for  examination  of  postage  stamps  and  other  security  products. 

The  Federal  Resej-ve  I^oard  has  for  many  years  been  actively  inter- 
ested in  the  develoi)ment  of  equipment  to  automate  the  handling  of 
currency  in  Fedei'al  Reserve  banks  to  supplant  existing  costly  manual 
operations.  Two  fundamental  requirements  for  such  equipment  are 
feasible  in-line  cai)abilities  for  identification  of  genuine  currency  and 
for  the  measui'ement  of  cun-ency  fitness  for  ivcirculation.  The  Bui'eau 
has  been  conducting  specific  research  to  facilitate  this  end-use  objec- 
tive of  its  customer  agency,  predicated  on  techniques  which  will  per- 
mit the  use  of  existing  production  equipment,  materials,  and  supplies 
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and  not  require  a  change  in  existing  currency  design.  The  Bureau's 
proposed  techniques  were  discussed  with  Federal  Reserve  personnel, 
and  a  synopsis  of  activities  carried  out  in  connection  with  the  project 
was  furnished  to  them  and  other  interested  parties.  Later  a  contract 
was  awarded  to  Stanford  Research  Institute  by  the  Federal  Reserve 
Board  with  the  identified  objective  of  obtaining  an  independent  ap- 
praisal of  the  Bureau's  proposals.  The  Bureau  is  cooperating  m  this 
review  by  sponsoring  related  additional  in-house  studies  and  research 
at  the  National  Bureau  of  Standards. 

Postage  stamp  program 

Deliveries  of  U.S.  postage  stamps  were  26.7  billion  pieces  in  fiscal 
1972  as  opposed  to  32.9  billion  in  1971.  The  greater  amount  delivered 
in  1971  was  due  to  the  postal  rate  increase  which  occurred  that  year. 

In  order  to  further  enhance  the  capability  of  the  Bureau  for  meet- 
ing the  U.S.  Postal  Service's  increasing  requirement  for  complex  multi- 
color stamps,  a  contract  was  awarded  in  November  1971  for  a 
combined  rotogravure  line-intaglio  web  press  at  a  cost  of  approxi- 
mately $2  million.  This  press  will  be  used  to  print  postage  stamps  to  be 
issued  in  sheet  form.  A  second  press  for  printing  coil  stamps  in  up  to 
three  colors  by  the  intaglio  process  was  also  ordered  at  a  cost  of  $1 
million.  The  need  for  these  two  presses  was  the  basis  for  the  $3  million 
appropriation  by  the  Congress  for  fiscal  1972. 

Procurement  of  necessary  engraving  equipment  associated  with  the 
rotogravure  press  will  be  spread  over  3  years.  Chrome-plating  equip- 
ment for  the  rotogravure  cylinders  was  ordered  in  fiscal  1972.  Photo- 
graphic equnipment  was  ordered  in  fiscal  1973,  and  cylinder-making 
equipment  will  be  ordered  in  fiscal  1974.  A  total  of  $700,000  has  been 
alloAved  in  the  capital  equipment  acquisition  plan  for  fiscal  years 
1973-74  to  permit  acquisition  of  the  photographic  and  cylinder- 
making  equipment. 

New  issues  of  postage  stamjjs  delivered  in  fiscal  1972  are  shown  in 
the  Statistical  Appendix. 

Food  coupon  program 

Although  food  coupons  are  being  used  in  a  growing  number  of  areas, 
the  delivery  of  food  coupons  decreased  slightly  this  year  due  to  the 
introduction  of  the  higher  denomination  $5  coupon.  Approximately 
1.8  billion  coupons  were  delivered  during  fiscal  1972  as  .opposed  to  2 
billion  in  1971.  However,  by  1974  our  delivery  requirement  is  expected 
to  rise  to  2.7  billion  coupons. 

The  food  coupon  program  has  so  taxed  the  production  capability 
of  the  Bureau  that  a  contract  was  awarded  the  American  Bank  Note 
Company  of  New  York  City  on  November  2,  1971,  to  print  the  dO<^ 
food  coupons  and  manufacture  the  balance  of  the  $2  and  $3  booklets 
required  during  the  remainder  of  fiscal  1972.  This  action  has  been  help- 
ful in  reducing  excessive  overtime  in  the  Bureau.  Plans  are  being  made 
to  solicit  bids  for  production  of  all  of  the  fiscal  1973  requirements  for 
the  $2  and  $3  booklets. 
Internal  audit 

In  the  interest  of  maintaining  efficient,  economic  operations  and  re- 
view for  possible  improvements,  the  Bureau  continued  to  conduct  in- 
tensive announced  and  unannounced  audits,  providing  for  both  fiscal 
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aiKlitiii<i'  and  auditino-  of  o):)erations.  Diirino-  fiscal  1072.  44  reports  .of 
audit,  contaiiiino;  Ur2  recommendations  for  improvements,  were  re- 
leased for  management  consideration  and  action. 

Improved  service  to  the  public 

Throuoliont  tlie  year,  tlie  Burean  conducted  an  active  program  de- 
signed to  improve  conmiunications  with  and  services  to  the  public  and, 
at  the  same  time,  to  advance  the  Bureau's  goal  for  increased  public 
awareness  of  the  security  characteristics  of  genuine  currency.  In  fiscal 
1972,  the  Bureau  furnished  exhibit  materials  for  83  numismatic  or 
pliilatelic  events.  In  some  instances.  Bureau  participation  included 
live  demonstrations  of  the  techniques  of  the  intaglio  process  used  in 
the  production  of  currency,  postacfo  stamps,  and  other  securities.  Pub- 
lic response  to  the  Bureau's  participation  has  been  most  enthusiastic. 

In  addition,  the  Bureau  produced  six  distinctive  souvenir  cards  in 
complement  to  the  following  major  philatelic  and  numismatic  ex- 
hibitions in  fiscal  1072:  The  Amei'ican  Numismatic  Association  Ex- 
hibition, in  Washington,  D.C ;  the  85th  Annual  Convention  of  the 
American  Philatelic  Society,  in  San  Antonio,  Tex.;  the  National  Post- 
ajie  Stamp  Show,  in  New  York  City;  the  75th  Year  of  the  Collectors' 
Club,  in  New  York  City;  the  14th  International  Stamp  Exhibition, 
in  New  York  City;  and  the  New  Orleans  Philatelic  Society  Exhibi- 
tion, in  New  Orleans,  La.  Production  of  these  souvenir  items  not  only 
responded  to  longstanding  recommendations  of  philatelists  and  numis- 
matists but  also  defrayed  the  cost  of  Bureau  participation  in  such 
exhibits. 

During  this  fiscal  year,  712,335  visitors  took  the  self-guided  tour 
through  the  Bureau.  Other  tours,  geared  to  technical  needs  and  other 
particular  interests,  were  conducted  on  an  individual  basis  for  special 
visitors,  such  as  agents  of  the  IT.S.  Secret  Service,  reprevSentatives  of 
foreign  governments,  domestic  and  foreign  firms  in  the  printing  in- 
dustry, and  news  media  personnel. 

Labor-management  relations 

It  has  been  a  longstanding  policy  of  the  Bureau  to  foster  constnic- 
tive  and  harmonious  i-elationships  with  its  em])loyees  and  labor  organi- 
zations representing  them.  Special  emphasis  and  attention  has  Ix^en 
directed  toward  the  conduct  of  all  labor-management  dealings  within 
the  spirit  and  intent  of  Executive  Order  11491  as  amended  by  Execu- 
tiye  Order  11616  of  August  26,  1071.  At  the  close  of  the  fisx^al  year, 
there  existed  within  the  Bureau  grants  of  exclusive  recognition  to  16 
AFIv-CIO  affiliate  unions  covering  25  craft  units,  one  noncraft  unit, 
and  one  guard  unit.  Further,  there  ai'e  nine  approved  substantive  labor- 
manao-ement  ao-rcements.  The  unions  function  as  a  dynamic  part  of 
the  Bureau  and  are  a  major  factor  in  management  considerations. 

Awards  program 

During  fiscal  1972.  799  em]-)loyees  received  special  achievement 
awards  and  28  received  hiirh  quality  pay  increases. 

Nonrecurring  savings  of  $100,657  were  realized  in  fiscal  1972  from 
the  superior  work  perfoi-mance  phase  and  I'ecurring  savings  of  $146.- 
654  from  the  s]x^cial  service  award  ])hase  of  the  incentive  av^-ards  ])ro- 
gram.  Under  the  employee  suggestions  phase  of  the  ])rogram,  335  sug- 
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gestions  were  received  and  152  adopted,  from  ^yhich  it  is  estimated  that 
the  Bureau  will  realize  annual  recurring  savings  of  $121,636.  It  is  to 
be  noted  that  of  the  suggestions  processed  during  this  fiscal  year,  -14.7 
percent  were  adopted. 

The  Bureau  again  received  the  Secretary's  annual  award  for  out- 
standing accomplishment  in  the  performance  award  phase  of  the  in- 
centive awards  pi'ogram. 

Cei"tificates  of  appreciation  were  presented  to  60  employees  in  ap- 
preciation for  their  work  as  group  leaders  in  the  convention  days  pro- 
gram. An  honor  award  was  presented  to  the  Armored  Ti'uck  Guards 
Section,  comprised  of  14  employees,  for  safe  driving. 

Training  program 

In  various  training  activities  during  fiscal  1972,  677  employees  com- 
pleted Bureau  and  Departmental  training  courses;  156  employees 
completed  interagency  training  courses;  and  254  employees  attended 
specialized  seminars,  training  classes,  conferences,  and  exhibits  spon- 
sored by  non-Govermnent  organizations.  A  general  education  develop- 
ment (GED)  program  was  announced  ancl  181  employees  signed  up 
for  the  program  of  Avhicli  1?>7  have  been  tested. 

Training  has  been  supplied  at  levels,  w^ith  special  emphasis  in 
t^xecutive  development,  and  in  most  occupations  to  meet  the  needs  at 
different  stages  of  em2)loyment.  The  training  courses  have  included  on- 
the-job  and  refresher  training  for  current  needs,  developmental  train- 
ing in  anticipation  of  future  needs,  training  to  develop  unavailable 
skills,  and  training  to  develop  imderutilized  and  disadvantaged 
employees. 

Equal  employment  opportunity  program 

During  fiscal  1972,  the  EEO  program  continued  to  show  progress  in 
the  advancement  of  minorities  and  females.  With  the  addition  of  a 
full-time  female  EEIO  counselor,  creditability  of  the  program  has  been 
enhanced.  The  precomplaint  counseling  program  continued  to  be  suc- 
cessful in  reducing  the  number  of  formal  complaints.  Only  one  formal 
complaint  was  filed  during  this  fiscal  year,  and  an  investigation  made 
at  the  departmental  level  resulted  in  a  finding  of  no  discrimination. 
The  case  has  now  gone  to  the  Civil  Service  Commission  Board  of 
Appeals  and  Review. 

Efforts  were  expanded  to  increase  the  number  of  Spanish  surnamed 
v-mployees  by  improving  contacts  with  the  Spanish-speaking  com- 
munity. Through  participation  in  the  "Washington  Urban  League-D.C. 
Public  Schools  "School  to  Industry  Program."  over  50  high  school 
seniors  were  provided  full-time  employment  upon  graduation. 

The  employee  committees  for  EEO  continue  to  be  a  ))rime  source 
of  communications  between  employees  and  management.  The  im'olve- 
ment  of  these  committees  in  policy  considerations  has  proved  most 
beneficial. 

The  EEO  plan  of  action  was  updated  to  include  numerical  goals  and 
timetables  and  other  changes  as  appropriate.  Discussion  of  tlie  plan 
witli  supervisors  and  EEO  members  received  favorable  comment.  Sim- 
ilarly, an  EEO  evaluation  questionnaire  was  favorably  received. 

A  review  of  minority  statistics  shows  steady  improvement  in  the  ad- 
vancement of  minorities  and  females  in  craft,  supervisory,  and  higher 


108   19  72  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

General  Schedule  positions.  A  substantial  increase  was  noted  in  the 
number  of  minority  ^roup  employees  and  females  earnin<r  above 
$10,000  per  annum.  ' 

Minority  group  employees  and  females  received  over  70  percent  of 
the  superior  work  performance  and  other  awards  presented  this  fiscal 
year. 

Safety  program 

Employee  safety  continues  to  be  a  matter  of  vital  management  con- 
cern. Such  intensified  efforts  as  universal  first  aid  training  and  the 
innovation  of  a  rapid  accident  reporting  system  were  added  to  our 
ongoing  safety  awareness  programs.  In  addition,  supervisor  seminars 
stressing  techniques  for  fostering  safety  were  also  held.  During  fiscal 
1972,  safety  certificates  were  awarded  to  the  employees  of  seven  Bureau 
components  in  recognition  of  their  achievements.  Four  awards  Avere 
presented  for  1  full  year  without  a  disabling  injury;  three  were  pre- 
sented for  2  full  years  without  a  disabling  injury. 

Office  of  Equal  Opportunity  Program 

The  Office  of  Equal  Opportunity  Program  operates  within  the  Office 
of  the  Secretary  and  is  imder  the  immediate  supervision  of  the  General 
Counsel.  It  assists  the  Secretary  and  General  Counsel  in  the  formula- 
tion, execution,  and  coordination  of  policies  related  to  equal  opportu- 
nity for  Treasury  employees  (implementing  Executive  Order  11478 
governing  equal  employment  in  the  Federal  Government)  and  to  em- 
ployment policies  and  programs  of  banks,  savings  and  loan  associa- 
tions, savings  banks  and  other  financial  institutions  that  are  Federal 
depositaries  or  issuing  and  paying  agents  of  IL S.  savings  bonds  and 
savings  notes  (implementing  Executive  Order  11246  and  Treasury 
Regulations  g  o  v  e  r  n  i  n  g  equal  employment  for  Government 
contractors). 

Federal  employment 

The  Office  guides  and  oversees  the  implementation  of  the  Depart- 
ment's equal  employment  program  and  action  plan  by  all  of  the  bu- 
reaus; provides  consultative  services  on  equal  opportunity  matters; 
reviews  and  approves  activities:  pi'ograms  action  j^lans  |)romulgated 
by  each  bureau;  and  reviews  and  adjudicates  the  investigation  of  com- 
plaints alleging  discrimination  because  of  race,  color,  i-eligion.  sex  or 
national  origin.  The  Office  provides  guidan<'e  to  Treasury  officials  and 
all  its  field  activities  on  "upward  mobility''  personnel  management 
evaluations  concerning  the  employment  and  utilization  of  minority 
group  pereons  and  women. 

Progress  in  the  administration  of  the  Treasury  equal  employment 
opportunity  progi-am  during  calendar  year  1971  was  marked  mainly 
by  increased  Dei)artment  eni))hasis  on  upward  mobility,  the  Federal 
women's  program,  and  the  President's  16-point  program  for  Spanish- 
surnamed  Americans.  Initial  Department  guidance  was  issued  to  all 
bureaus  in  order  to  achieve  implementation  of  plans  to  set  numerical 
emi)loyment  goals  and  timetables  at  the  local  activity  level  for  the  in- 
creased liiring  and  upgrading  of  Department  minority  and  women 
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employees.  The  Department  undertook  a  weeklong  Upward  Moibility 
Task  Force  planning  conference  during  1971  in  which  numerical  goals 
and  timetable  requirement  plans  were  firmly  mandated  on  all  bureaus 
w^ith  regard  to  the  upgrading  of  low^er  level  grade  employees. 

In  the  fall  of  1971,  the  Department  struck  from  the  computer  a 
manpower  run  showing  the  breakdown  of  all  positions  by  grade,  occu- 
pational grouping,  race,  and  sex.  These  printouts  have  been  used  by 
all  major  field  activities  in  setting  numerical  hiring  and  upgrading 
goals  and  timetables  on  the  basis  of  local  considerations.  These  con- 
siderations include  planned  mission  needs,  attrition,  budget  restric- 
tions, and  the  availability  of  minority  skills  in  surrounding  metropoli- 
tan areas. 

The  bureau  goals  will  be  consolidated  and  will  represent  Treasury's 
commitment,  to  be  updated  quarterly,  toward  achieving  success  in  the 
equal  employment  opportunity  program. 

The  1971  compilation  of  full-time  employment  by  race  status  with 
comparisons  for  each  year  from  1968  follows : 

Department  of  the  Treasury  full-time  employment  by  minority  group  status 

End  of  calendar  year  Increase  from  Increase  from 

1970  to  1971  1968  to  1971 


1968  1969  1970  1971  '   Number  Percentage  Number  Percentage 

Total  Employees. _..82, 155  85,635  88,351  94,557  6,206  7.0  12,402  15.2 

Negro 11,777  12,251  13,234  13,954  720  5.4  2,177  18.5 

Spanish  American 1,052  1,116  1,489  1,754  265  17.8  702  66.7 

American  Indian 79  85  104  107  3  2.9  28  30.9 

Oriental... 482  505  696  687  91  15.3  205  42.5 

None  of  these 68,765  71,678  72,928  78,055  5,127  7.0  9,290  13.5 


GS  1-4: 

Total 19,120  19,679  18,867  19,484  626  3.3  373  2.0 

Negro _-_ 4,947  4,948  5,156  4,984  172  3.3  37  .8 

Spanish  American 255  300  398  502  104  26.1  247  96.9 

American  Indian 25  26  33  36  £  9.1  11  44.0 

Oriental 80  87  96  125  29  30.2  45  56.3 

None  of  these 13,813  14,318  13,184  13,837  663  5.0  24  .2 

GS  5-8: 

Total 19,480  21,603  23,826  26,494  2,668           "    11.2  7,014  36.0 

Negro 2,708  3,077  3,467  3,856  389  11.2  148  5.5 

Spanish  American 264  281  422  447  25  5.9  183  69.3 

American  Indian 26  24  30  31  1  3.3  5  19.2 

Oriental 141  139  183  189  6  3.3  48  34.0 

None  of  these 16,341  18,082  19,724  21,971  2,247  11.4  5,630  34.5 


GS  9-12: 

Total... 28,893  28,737  28,960  30,436  1,476  5.1  1,543  5.3 

Negro 1,144  1,267  1,283  1,457  174  13.6  313  27.4 

Spanish  American 332  316  389  450  61  15.7  118  35.5 

American  Indian 21  27  30  30 9  42.9 

Oriental 186  179  203  213  10  4.9  27  14.5 

Noneof  these.. 27,210  26,958  27,055  28,286  1,231  4.6  1,076  4.0 


GS  13-18: 

Total 9,491  9,839  10,665  11,642  977  9.2  2,151  22.7 

Negro 151  167  218  271  53  24.3  120  79.5 

Spanish  American 35  38  54  72  18  33.3  37  105.7 

American  Indian 3  4  5  6  2  66.7 

Oriental 55  70  67  77  10  14.9  22  40.0 

None  of  these.. 9,247  9,560  10,321  11,217  896  8.7  1,970  21.3 

'  The  latest  statistics  available  are  as  of  November  1971. 
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The  major  action  objectives  of  the  President's  IG-point  profrram 
for  Spanish-surnamed  have  been  inculcated  in  the  Depai-tinent's  af- 
firmative action  phin,  i)resently  in  tlie  process  of  i-evision.  Special  pro- 
fjram  efforts  aimed  at  increasing;  recruitment  and  upgrading  of  the 
Spanish-speaking  work  population  are  already  underway  in  a  ma- 
jority of  Treasury  bureaus,  and  these  efforts  are  being  coordinated  at 
the  Department  level  through  the  Committee  on  the  Spanish-Speaking. 

The  Federal  women's  program  has  seen  significant  gains  with  the 
creation  of  a  Department-level  Federal  "Women's  Program  Conunittee 
which  meets  regulai'ly  and  is  very  actively  involved  in  recruitment, 
training,  and  other  employment  thrusts  designed  to  improve  the  i)osi- 
tion  of  all  of  Treasury's  Avomen  employees.  In  consonance  with  Presi- 
dential mandates  to  get  more  women  in  grades  GS-13  and  above,  the 
Department  moved  positively  in  accomplishing  a  required  goal  of  50 
such  positions  by  the  end  of  calendar  yeai- 1971. 

The  Department  im]:)roved  its  complaint  processing  system  and 
provided  guidance  to  all  bureaus  and  field  elements  to  seek  and  attain 
speedy  processing  and  the  resolution  of  the  limited  numl»r  of  formal 
complaints  coming  to  their  attention. 

It  is  expected  that  there  will  be  marked  increased  equal  employment 
ojiportunity  i)rogram  operation  emj^hasis  with  high  concentration 
given  to  a  management  review  of  all  equal  employment  opportunity 
efforts  by  field  facilities  and  the  manner  in  which  bureaus  are  imple- 
menting the  goals  and  procedures  set  forth  by  the  Department. 

Financial  institutions 

Approximately  400  compliance  reviews  have  been  conducted  at  banks 
this  year.  These  are  examination  of  a  bank's  personnel  policies  and 
programs  and  have  entailed  negotiating  agreements  for  affirmative 
action  jirograms  and  providing  technical  assistance  to  assure  coui- 
pliance  with  Treasury  requirements.  Guidelines  on  affirmative  action 
liave  been  revised  and  reissued  to  financial  institutions  to  assure  ac- 
curate imderstanding  of  Treasury  expectations  and  to  assist  them  in 
achieving  meaningful  result-getting  equal  employment  programs. 
These  guidelines  have  been  widely  distributed  by  the  vai-ious  trade 
associations  (American  Bankers  Association,  U.S.  Savings  and  Loan 
League,  National  Association  of  ^futual  Savings  Banks)  and  have 
been  analyzed,  highly  commended,  and  (listri])uted  by  numerous  trade 
and  management  publications;  e.g..  Prentice  ITall,  Bank^Vage  &  Hour 
Reports,  Commerce  Clearing  House  and  Banking  ^Magazine. 

Treasury  continues  to  be  impressed  with  the  excej^tional  coopci-ation 
and  eagerness  of  the  banking  and  savings  industi'ies  to  comply  with 
Treasury  regulations  and  to  effect  ivsult-getting  equal  employment 
opportunity  programs.  A  recent  Departuient  study  made  of  the  eui- 
ployment  in  2,400  banks,  whose  total  emi)loyment  is  030,000,  discloses 
that  minority  employment  has  increased  significantly  as  a  result  of 
our  compliance  progi-am  and  surveillance.  In  a  conqxnrison  for  the  81^ 
years,  mid-19()0  to  mid-1970.  Negro  employment  increased  froui  22,581 
to  55,542;  Spanish-surnamed  from  12,587  to  23.858;  Orientals  from 
4,892  to  7,973;  and  American  Indians  from  433  to  712.  These  data 
demonstrate  an  increase  of  minority  participation  in  employment  at 
the  banks  studied  from  8  pei-cent  in  W(){\  to  14  percent  by  n'Hd-1970. 
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Increased  from  40,493  to  88,085,  minority-held  jobs  have  more  than 
doubled.  The  record  of  prog-ress  in  minority  employment  is  not  com- 
plete without  mentioning  that  repoi-ts  from  the  1971  minority  employ- 
ment reports  and  the  early  returns  on  the  1972  reports  showed  con- 
tinued increase  of  minority  utilization  at  all  levels. 

In  an  effort  to  assure  that  banks  are  complying  with  technical  re- 
quirements, the  Department  receives  from  l)ank  examiners  of  the 
Comptroller  of  the  Currency,  Federal  Deposit  Insurance  Corporation 
and  Federal  Reserve  banks  reports  of  deficiencies  found  with  regard  to 
the  filing  of  the  Federal  Fqual  Employment  Opportunity  Report  and 
the  availability  of  a  written  affirmative  action  program  whenever  bank 
examinations  are  conducted. 

Negative  reports  filed  with  the  Treasury  Departinent  are  handled  in 
a  manner  that  assures  the  compliance  of  these  two  aspects  usually 
within  a  30-day  period  without  travel,  special  reviews,  etc.  This  cooper- 
ative endeavor  with  the  bank  examiners  of  the  above  mentioned  group 
has  obviated  considerable  expense  and  additional  staffing. 

During  this  past  year,  field  offices  have  been  established  in  Los 
Angeles,  Chicago,  Atlanta,  and  Houston.  Staffing  at  Houston  and  Los 
Angeles  has  been  accomplished,  and  the  two  remaining  are  expected 
to  be  completed  shortly.  With  these  four  offices,  the  Department  antici- 
pates even  greater  results  because  of  the  continuity  of  surveillance 
and  the  availability  of  on-site  technical  assistance  to  the  financial 
institutions. 

Fiscal  Service 

BUREAU  OF  ACCOUNTS 

The  functions  of  the  Bureau  are  Government-wide  in  scope.  They 
include  central  accounting  and  financial  rej^orting  relating  to  the 
Government  as  a  whole;  disbursing  for  virtually  all  civilian  agencies; 
supervising  the  Government's  depositar}-  system  and  agency  cash 
management  practices;  determining  qualifications  of  insurance  com- 
panies to  do  surety  business  with  Government  agencies;  a  variety  of 
fiscal  activities,  such  as  investment  of  trust  funds,  agency  borrowings 
from  the  Treasury,  international  claims  and  indebtedness,  and  liqui- 
dation of  the  Postal  Savings  System;  and  Treasuiy  staff  representa- 
tion in  the  Joint  Financial  Management  Improvement  Progj-am. 

Management  improvement 

Under  the  cost  reduction  and  management  improvement  program, 
savings  of  $322,000  were  realized  during  fiscal  1972  attributable  to 
further  improvements  in  technology  and  systems,  realinement  of  oi-ga- 
nization  and  staffing,  and  the  fruits  of  continuing  ])rograuis  for  the 
development  of  peo))le  in  management  and  other  skills  at  all  levels. 

Personnel 

Although  faced  with  budgetary  restraints  in  connection  with  the 
economic  stabilization  program,  the  Bui*eau  was  able  to  contimie  its 
positive  efforts  in  fostering  cai'eer  developuient  through  consistent 
representative  participation  in  both  executive  development  and  middle 
management  programs.  Provision  of  supervisory  as  well  as  occupa- 
tional skills  training  at  all  levels  was  equally  successful.  ITnder  the 
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Bureau's  career  development  proofram.  eiirlit  new  trainees  were  re- 
cruited to  fill  professional  accountant  and  nianajrement  and  systems 
analyst  positions.  For  utilization  of  full  pot^^ntial,  broader  experience 
and  knowlodo^e  of  Bureau  operations,  each  trainee  is  receivino;  rota- 
tional training.  It  is  anticipated  that  as  many  as  20  career  development 
trainees  will  be  recruited  for  similai-  positions  during  fiscal  1973. 

Equal  opportunity  prooframs,  such  as  those  foi-  Spanish-surnanied 
and  women  in  the  Federal  service,  received  special  emphasis  during 
fiscal  1972.  Under  the  latter  pi'ogram,  three  women  advanced  within 
or  to  senior  level  positions,  a  fourth  became  a  regional  disbui-sing  offi- 
cer, and  a  fifth  woman  has  been  assigned,  with  Civil  Service  approval, 
to  a  grade  GS-13  position  and  will  be  promoted  when  fully  eligible. 
Sustained  efforts  in  support  of  programs  for  summer  aids,  summer 
examination,  back-to-school,  and  Junior  Federal  Fellowship  employees 
have  exceeded  by  11  our  goal  of  39. 

Under  Executive  Order  11491.  as  amended,  entitled  "Labor-Manage- 
ment Relations  in  the  Federal  Service,''  exclusive  contracts  were  nego- 
tiated with  the  American  Federation  of  Government  Employees  in 
the  Washington  and  Birmingham  Disbursing  Centers.  Also,  during 
fiscal  1972.  exclusive  i-ecognition  was  afforded  the  Xational  Federation 
of  Federal  Employees  in  the  Austin  Disbursing  Center. 
Systems  improvement 

Representatives  of  the  Bureau  of  Accounts,  working  with  the  Gen- 
eral Services  Administration  (as  the  billing  agency)  and  the  Depart- 
ment of  Defense  (as  a  customer  agency),  developed  a  simplified 
intragovernmental  billing  and  collection  (SIB AC)  system.  This 
system  stemmed  from  a  proposal,  in  June  1969,  by  a  Joint  Financial 
Management  Improvement  Program  interagency  study  team  to 
improve  the  accounting  for  transactions  between  Government  agencies 
by  (1)  eliminating  (or  significantly  reducing)  interagency  receivables 
and  payables,  (2)  eliminating  the  need  for  checks  and  deposits  in 
payment  of  bills,  and  (3)  simplification  of  collection  procedures  by 
providing  for  simultaneous  billing  and  collection  upon  performance 
by  the  billing  agency.  The  SIBAC  system  accomplished  these  objec- 
tives by  authorizing  the  billing  agency  to  credit  its  own  account  and  to 
charge  the  appropriation  or  fund  account  of  the  customer  agency.  It 
is  planned  to  explore  expansion  of  the  system  to  all  Government 
purchases  from  the  GSA  supply  fund,  other  GSA  funds  and  other 
billing  agencies. 

Procedural  requirements  were  prescribed  for  Government  agencies 
concerning:  (1)  Withholding  of  Federal  and  State  income  taxes 
from  employees'  wages;  (2)  unpaid  salary  and  wages  and  unused 
annual  leave  of  deceased  employees;  (3)  the  handling  of  unclaimed 
moneys  of  individuals  whose  whereabouts  are  unknown,  and  moneys 
erroneously  received  and  covered;  (4)  magnetic  tape  reporting  by 
Federal  agencies  of  annual  information  returns  to  the  Internal  Reve- 
nue Service  covei'ing  salaries,  wages,  and  other  specific  classes  of 
payments;  and  (5)  payments  to  the  IT.S.  Civil  Service  Commission 
for  payroll  deductions  and  agency  contributions  for  retirement,  life 
insurance,  and  health  benefits. 
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The  procedures  for  the  issuance  of  composite  salary  checks  are  now 
firmly  established  Government-wide.  A  "Financial  Organization  Di- 
rectory" listing  11,000  financial  organizations  that  participate  in  this 
program  was  compiled  and  distributed  to  all  Federal  payroll  offices. 
A  composite  check  (issued  to  a  financial  organization  to  j)ay  groups 
of  personnel  who  have  elected  to  have  direct  credit  to  their  accounts 
in  that  financial  organization)  produces  economies  through  avoidance 
of  individual  checks,  virtually  precludes  opportunities  for  forgery, 
guarantees  timely  payment,  and  provides  optimum  service  to  person- 
nel. At  yearend,  approximately  400,000  civilian  and  military  personnel 
were  being  paid  by  composite  checks,  thus  avoiding  over  9  million 
individual  checks  annually. 

Central  accounting  and  reportiiig 

Bureau  staff  continued  joint  efforts  with  the  Office  of  Management 
and  Budget  and  the  General  Accounting  Office  toward  Government- 
wide  implementation  of  the  accrual  basis  and  ultimate  use  of  such 
data  in  the  President's  budget  and  related  Treasury  reports.  To 
reduce  agency  workloads  and  to  encourage  agencies  to  improve  quality 
and  timeliness  of  data,  accrual  reporting  requirements  were  reduced 
from  monthly  to  quarterly  frequency. 

Department  Circular  No.  966,  concerning  preparation  of  business- 
type  financial  statements,  is  being  revised.  New  report  formats  for 
Government- wide  use  will  cover  all  assets  (except  cash  of  accountable 
officers),  liabilities  and  equities  relating  to  all  programs  and  activities 
under  an  agency's  control.  This  approach  stresses  bureauwide  report- 
ing for  management  purposes  in  addition  to  fund-type  reporting. 

Pursuant  to  Public  Law  92-126  dated  August  17,  1971,  receipts, 
expenditures,  and  net  lending  of  the  Export-Import  Bank  of  the 
United  States  were  removed  from  unified  budget  totals.  Staff  devel- 
oped, jointly  with  the  Office  of  Management  and  Budget,  reporting 
formats  to  disclose  transactions  of  entities  classified  outside  the  unified 
budget. 

To  meet  the  requirements  of  the  Par  Value  Modification  Act  of  1972, 
staff  developed  the  accounting  and  reporting  treatment  needed  to 
recognize  monetary  gains  and  losses  from  gold  revaluation. 

Effective  July  1,  1971,  the  Bureau  of  the  Public  Debt  bega^i  sub- 
mitting Statements  of  Transactions  covering  public  debt  principal 
and  accrued  interest  (data  formerly  obtained  from  basic  documents, 
requiring  manual  processing  for  the  central  accounts).  Also  effective 
July  1,  1971,  the  Office  of  the  Treasurer,  U.S.,  began  submitting  a 
combined  Statement  of  Accountability  and  Statement  of  Transactions 
specifically  designed  to  facilitate  processing  for  the  central  accounts. 

New  procedures  simplifying  and  standardizing  issuance  of  public 
debt  registered  interest  checks  were  approved,  effective  July  1,  1972. 
These  checks  Avill  now  be  issued  by  Treasury  disbursing  officers  from 
their  regular  check  symbol  accounts,  serving  to  eliminate,  among  other 
things,  six  funded  checking  accounts. 

Internal  procedures  for  reconciling  reports  of  checks  issued  and 
for  auditing  deposits  in  transit  were  subjected  to  comprehensive 
studies.  Recommendations  are  being  considered  to  permit  the  comple- 
tion of  this  work  on  a  more  timely  and  efficient  basis. 
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New  formats  for  tlie  annual  Combined  Statement  of  Receipts, 
Expendituies  and  Balances  of  the  U.S.  Government  were  developed 
for  fiscal  1972.  The  new  presentations  stress  a  balance  sheet  approach 
for  fund  entities  and  more  fidly  disclose  the  transactions  dui"in<i'  the 
year.  Improvements  in  terminology  and  presentation  of  summary 
totals  will  also  provide  better  compatibility  with  the  President's 
budget. 

Auditing 

During  1972,  the  Audit  Staff  conducted  16  audits  in  the  review  of 
Bureau  activities.  Additionally,  management  surveys  and  operational 
reviews  were  performed  in  four  ]-egional  offices. 

The  annual  examination  of  the  financial  statements  and  supporting 
data  of  surety  companies  holding  Certificates  of  Authoi'ity  as  accepta- 
ble sureties  on  bonds  running  in  favor  of  the  United  States  (6  I^.S.C. 
8)  was  performed.  Certificates  are  renewable  each  July  1,  and  a  list 
of  approved  companies  (Department  Circular  570,  Revised)  is  pub- 
lished annually  in  the  Federal  Register  for  the  information  of  Federal 
bond-approving  officers  and  persons  required  to  give  bonds  to  the 
United  States.  As  of  June  30,  1972,  a  total  of  266  companies  held 
certificates. 

General  coordination  and  staff  assistance  were  also  furnished  for 
the  annual  audit  of  the  Exchange  Stabilization  Fund. 

Disbursing  operations 

During  fiscal  1972,  a  total  of  515.1  million  checks  and  savings  bonds 
were  issued  by  the  11  disbursing  offices  of  the  Division  of  Disbui'sement 
at  an  average  unit  cost  of  3.01  cents.  Service  Avas  provided  to  1,300 
Government  agency  offices.  Ninety-eight  percent  of  the  payments  were 
produced  by  computers. 

The  use  of  computers  continued  to  bring  increased  productivity  and 
a  variety  of  better  services  for  Government  agencies  and  the  general 
public.  A  number  of  small  Government  agency  offices  also  received 
automat<^d  payroll  accounting  services. 

Following  are  the  more  significant  achievements  during  1972  : 

1.  Savings  of  $72,000  annually  from  further  computerization  of 
workloads. 

2.  Submission  to  the  Ti-easurer's  Office  of  magnetic  tapes  for  cancel- 
lation of  withheld  checks  for  veterans  and  social  security  payments  in 
lieu  of  shipping  the  checks  themselves.  The  cancelled  checks  are  sub- 
sequently destroyed  by  the  disbursing  offices  locally. 

3.  A  pilot  operation  in  one  disbursing  center  for  semiautomation  of 
claims  processing  relating  to  social  secui'ity  payments. 

4.  An  automatic  microfilm  retrieval  system  installed  to  facilitate 
searching  on  check  claims  for  social  security  and  tax  refund  payments, 
producing  annual  recurring  savings  of  $54,000. 

5.  A  magnetic  tape  file  of  persons  ordering  uncirculated  Eisen- 
hower dollars  kept  as  a  service  to  the  Buivau  of  the  ^NTint.  Plamiing 
eH'oi't  conunenced  with  the  General  Services  Administi'ation  for  the 
refund  payment  aspect  of  the  Carson  (^ity  dollar  program. 

6.  Progress  continued  in  developing  the  new  mechanical  check- 
wrapping  system  to  be  used  for  enclosing  checks  in  envelopes  at  a  spcnul 
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of  30,000  items  per  lioiir.  A  prototype  maclune  is  expected  in  the  Phil- 
adelphia Disbursing  Center  early  in  calendar  year  1973.  Recurring 
annual  savings  of  $550,000  are  projected. 

7.  Output  of  civil  service  retirement  checks  in  ZIP  code  groupings 
commenced  during  the  year. 

8.  The  Washington  Disbursing  Center  now  produces  as  a  service  to 
the  Civil  Service  Commission  for  mailing  with  checks  various  notices 
of  adjustment  and  annual  W-2  forms  incident  to  the  voluntary  with- 
holding of  Federal  income  taxes  on  annuities.  Considerable  savings  to 
the  Government  are  being  realized  by  so  avoiding  separate  mailings 
and  postage  in  the  operations  of  the  Civil  Service  Commission. 

9.  There  has  been  considerable  progress  in  investigating  optical 
character  recognition  (OCR)  and  facsimile  transmission  equipment 
capabilities.  Primary  emphasis  is  being  placed  on  the  use  of  OCR 
equipuient  to  generate  dii'ect  in[)ut  to  disbursing  center  computer 
equipment  for  certain  operations. 

Following  is  a  comparison  of  workloads  for  fiscal  years  1971  and 
1972. 


Volume 

Classiflcation  

1971  1972 


Operations  financed  by  appropriated  funds: 
Checks: 

Social  security  benefits 303,275,542  294,664,438 

Veterans  benefits _  76,435,033  76,912,925 

Income  tax  refunds 56,110,349  55,517,958 

Veterans  national  service  life  insurance  dividends  program. 3, 958, 669  5, 185,  754 

other 56,623,973  59,715,385 

Savings  bonds 7,057,044  7,473,003 

Adjustments  and  transfers 285,348  301,334 

503, 745, 958  499, 770, 797 

Operations  financed  by  reimbursements: 

Railroad  Retirement  Board 14,684,146  14,586,411 

Bureau  of  the  Public  Debt  (General  Electric  Co.  bond  program) 966, 630  999, 822 

Total  workload— reimbursable  items -..-  15,650,676  15,586,233 

Total  workload 1519,396,634  515,357,030 

'  Includes  23  milMon  checks  for  retroactive  social  security  benefits. 

Cash  management 

On  July  1,  1971,  a  new  Division  of  Cash  Management  was  created 
to  give  emphasis  to  the  important  objective  of  improving  cash  manage- 
ment practices  in  all  Government  agencies  and  in  the  depositaiy  sys- 
tem. Cash  management  efforts  in  the  past  had  been  pursued  in  terms 
of  specific  systems  or  operations  with  responsibility  limited  in  various 
parts  of  the  Bureau.  The  new  concentration  is  designed  to  provide 
better  opportunities  for  continuous,  systematic  attention  in  order  to 
optimize  the  timing  of  collections  and  disbursements  in  the  GoA'ern- 
ment's  interests,  to  insure  that  the  cost  of  depositary  services  is  reason- 
able, to  minimize  the  amount  of  cash  held  outside  the  Treasury,  and  to 
improve  utilization  of  foreign  currencies.  The  Division  was  staffed 
entirely  from  within  the  Bureau. 

470-716  O — 72 10 
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Federal  depositary  system. — The  types  of  depositary  services  pro- 
vided and  the  number  of  depositaries  for  each  of  the  authorized  services 
as  of  June  30, 1971  and  1972,  are  shown  in  the  following  table : 

Type  of  service  provided  by  depositaries  1971  1972 

Receive  deposits  from  taxpayers  and  purchasers  of  public  debt  securities  for  credit  in 

Treasury  tax  and  loan  accounts.. 12,866  13,049 

Receive  deposits  from  Government  officers  for  credit  in  Treasurer's  general  accounts..  1, 186  1, 153 
Maintain  checking  accounts  for  Government  disbursing  officers  and  for  quasi-public 

funds _  8, 094  7, 566 

Furnish  bank  drafts  to  Government  officers  in  exchange  for  collections... 815  1,213 

Maintain  State  uncinploymont  compensation  benefit  payment  and  clearing  accounts..  54  54 
Operate  limited  banking  facilities: 

In  the  United  States  and  its  outlying  areas 222  209 

In  foreign  areas 265  249 

Investments  and  other  activities 

Investments. — The  Secretary  of  the  Treasury,  under  specific  pro- 
visions of  law,  is  responsible  for  investing  various  Government  trust 
funds.  The  Department  also  furnishes  investment  services  for  other^ 
funds  of  Government  agencies.  Investing  was  begun  during  the  year 
for  the  Postal  Service  Fund.  At  the  end  of  fiscal  1972,  Government 
trust  funds  and  accounts  held  public  debt  securities  (including  special 
securities  issued  for  purchase  by  the  major  trust  funds  as  authorized 
by  law)  and  Government  agency  securities.  See  the  Statistical  Appen- 
dix for  table  showing  the  investment  holdings  by  Government  agencies 
and  accounts. 

Loans  hy  the  Treasury. — The  Bureau  administers  loan  agreements 
with  those  Government  corporations  and  agencies  that  have  authority 
to  borrow  from  the  Treasury.  See  the  Statistical  Appendix  for  tables 
showing  the  status  of  Treasury  loans  to  Government  corporations  and 
agencies  as  of  June  30, 1972. 

Surety  bonds. — Prior  to  the  enactment  of  Public  Law  92-310  on 
June  6,  1972,  Avhich  repealed  all  statutory  requirements  for  bonding 
Federal  personnel  in  connection  with  the  faithful  performance  of 
their  official  duties,  executive  agencies  were  required  by  law  (6  U.S.C 
14)  to  obtain,  at  their  own  expense,  blanket,  position  schedule,  or 
other  types  of  surety  bonds  covering  employees  required  to  be  bonded. 
The  legislative  and  judicial  branches  were  pennitted  by  the  latter 
laAV  to  follow  the  same  procedure.  ITnder  the  new  law,  the  Govern- 
ment acts  as  a  self-insurer  for  its  fidelity  losses,  and  the  agencies  can, 
under  regulations  of  the  Comptroller  General,  charge  uncollectible 
losses  against  their  operating  appropriations.  The  law  provides,  how- 
ever, that  surety  bonds  presently  held  by  the  agencies  shall  remain  in 
force  until  expiration,  subject  to  the  cancellation  and  other  provisions 
therein.  Accordingly,  the  following  summary  of  bonding  activities 
of  the  agencies  covers  the  entire  fiscal  year. 

Number  of  oflScers  and  employees  covered  on  June  30,  1972 103,  705 

Aggregate  penal  sums  of  bonds  procured $511,  538,  710 

Total  premiums  paid  by  the  Government  in  fiscal  1972 $122,  722 

Administrative  expenses  in  fiscal  1972 $87,922 

Foreign  indebtedness 

World  War  I. — The  Governments  of  Finland  and  Greece  made  pay- 
ments during  fiscal  1972  of  $352,545  and  $328,898.02,  respectively.  For 
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status  of  World  War  I  indebtedness  to  the  United  States,  see  the 
Statistical  Appendix. 

Credit  to  the  United  Kingdom. — The  Government  of  the  United 
Kingdom  made  a  principal  payment  of  $65.9  million  and  an  interest 
payment  of  $6-i.4  million  on  December  31,  1971,  under  the  Financial 
Aid  Agreement  of  December  6,  1945,  as  amended  March  6,  1957.  The 
interest  payment  included  $10.9  million  representing  interest  on  prin- 
cipal and  interest  installments  previously  deferred.  Through  June  30, 
1972,  cumulative  payments  totaled  $2,051.1  million,  of  which  $1,135.8 
was  interest.  A  principal  balance  of  $2,834.7  million  remains  outstand- 
ing; interest  installments  of  $319.9  million  which  have  been  deferred 
by  agreement  also  were  outstanding  at  the  fiscal  yearend. 

Japan,  postwar  economic  assistance. — The  Government  of  Japan 
made  payments  in  fiscal  1972  of  $39.3  million  in  principal  and  $4.5 
million  in  interest  on  its  indebtedness  arising  from  postwar  economic 
assistance.  Cumulative  payments  through  June  30, 1972,  totaled  $337.2 
million  principal  and  $79.9  million  interest,  leaving  an  unpaid  princi- 
pal balance  of  $152.8  million. 

Indonesia,  conaoJidation  of  dehts. — The  Government  of  the  Republic 
of  Indonesia  made  payments  in  fiscal  1972  of  $3,048,680.10  in  principal 
and  $183,087.85  in  interest  on  deferred  principal  installments  in  ac- 
cordance with  the  Indonesian  Bilateral  Agreement  of  March  16,  1971. 
The  normal  payment  of  interest  on  principal  is  not  due  until  June  11, 
1985. 

Payment  of  claims  against  foreign  governments 

The  12th  installment  of  $2  million  was  received  from  the  Polish 
Government  under  the  Agreement  of  July  16,  1960,  and  pro  rata  pay- 
ments on  each  unpaid  award  were  authorized.  Private  Law  91-210, 
approved  December  9,  1970,  required  the  Foreign  Claims  Settlement 
Commission  to  redetermine  a  claim  of  an  American  national  against 
the  Government  of  Poland  which  resulted  in  a  supplemental  award 
in  the  principal  amount  of  $925,000.  A  payment  equal  to  the  total 
percentage  previously  authorized  on  the  Polish  awards  was  made  on 
this  supplemental  award  in  fiscal  1972. 

The  Department  of  the  Treasury  received  an  additional  $7,600,000 
for  deposit  into  the  War  Claims  Funds  for  payment  on  awards  cer- 
tified under  the  War  Claims  Act  of  1948,  as  amended  by  Public  Law 
91-571,  approved  December  24,  1970.  A  payment  of  the  balance  of 
the  awards  to  nonpi'ofit  organizations  totaling  $2,850,469.96  was  made, 
and  a  payment  of  up  to  $11,000  was  made  on  each  remaining  award. 

As  required  by  the  International  Claims  Settlement  Act  of  1949, 
as  amended,  the  Foreign  Claims  Settlement  Commission  completed 
its  adjudication  of  claims  under  the  second  Bulgarian,  Rumanian,  and 
Italian  claims  programs.  Pro  rata  distributions  were  authorized  on 
awards  certified  against  those  governments  under  both  the  first  and 
second  programs.  See  Statistical  Appendix  for  more  details. 

Defense  lending 

Defense  Production  Act. — Loans  outstanding  were  reduced  from 
$6.4  to  $5.6  million  during  fiscal  1972.  Further  transfers  of  $1  million 
were  made  to  the  account  of  the  General  Services  Administration 
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from  the  net  earnin<rs  accumulated  since  inception  of  the  program, 
bringinnf  the  total  of  these  transfers  to  $20.2  million. 

Federal  Civil  Defence  Act. — Outstanding  loaji  of  $44,655  was  paid 
in  full  during  fiscal  1972. 

Liquidation  of  Reconstruction  Finance  C orporation  assets. — The 
Secretary  of  the  Treasury's  responsibilities  in  the  liquidation  of  RFC 
assets  relate  to  completing  the  liquidation  of  business  loans  and  secu- 
rities with  individual  balances  of  $250,000  or  more  as  of  June  30,  1957, 
and  securities  of  and  loans  to  railroads  and  financial  institutions.  Net 
income  and  proceeds  of  liquidation  amounting  to  $55.8  million  have 
been  paid  into  Treasur}'  as  miscellaneous  receipts  since  July  1,  1957. 
Total  unliquidated  assets  as  of  June  30, 1972,  had  a  gross  book  value  of 
$7.1  million. 

Liquidation  of  Postal  Savings  System 

Effective  July  1,  1967,  pursuant  to  the  act  of  March  28,  1966,  (39 
U.S.C.  5225-5220),  the  unpaid  deposits  of  the  Postal  Savings  System 
were  required  to  be  transferred  to  the  Secretary  of  Treasury  for  liqui- 
dation purposes.  As  of  June  30,  1070,  a  total  amount  of  $65,130,260.20 
representing  principal  and  accnied  interest  on  deposits  had  been 
transferred  for  payment  of  depositor  accounts.  All  deposits  are  held 
in  trust  by  the  Secretary  pending  proper  application  for  payment. 
Through  fiscal  1072,  payments  total  in  o-  $56,024,660.06  had  been  made 
including  $1,084,849.54  during  fiscal  1072. 

Public  Law  02-117,  approved  August  13,  1071,  provides  for  the 
periodic  pro  rata  distribution  among  tlie  50  States,  the  District  of 
Columbia,  Pueilo  Rico,  the  Virgin  Islands,  and  Guam  of  the  avail- 
able amounts  of  unclaimed  Postal  Savings  deposits.  A  distribution  of 
$5  million  was  made  to  the  States  and  the  otlier  jurisdictions  during 
fiscal  1072. 

Federal  tax  deposits 

The  Federal  tax  deposit  system  is  used  for  the  collection  of  individ- 
ual and  corporate  income  tax,  social  security  tax,  railroad  retirement 
tax,  unemployment  tax,  and  Federal  excise  tax.  The  Bureau  of  Ac- 
counts prepares  and  mails  Federal  tax  deposit  forms  quarterly  to 
private  enterprises.  During  fiscal  1972,  the  disbursing  centei-s  issued 
98  million  forms.  The  following  table  shows  the  volume  of  deposits 
processed  by  Federal  Reserve  banks  for  fiscal  years  1960-72. 

Individual  Railroad 

Fiscal  year            income  and  retirement         Federal         Corporate      Unemploy-         Total 

social  secu-  taxes          excise  taxes    income  taxes    ment  taxes 
rity  taxes 

1960 9,469,057  10,625  598,881 _. 10,078,563 

1961 9,908,068  10,724  618,971 10,537,763 

1962 10,477,119  10,262  610,026 11,097,407 

1963 11,161,897  9,937  619,519 11,791,353 

1964 11,729,243  9,911  633,437 12,372,591 

1965 12,012,385  9,859  644,753 12,666,997 

1966 12,518,436  9,986  259,952 12,788,374 

1967 15,007,304  10,551  236,538               22,783 15,277,176 

1968 17,412,921  14,596  233,083              394,792 18,065,392 

1969 23,039,080  12,479  272,048          1,297,052 25,520,659 

1970 26,612,484  11,622  296,487          1,235,4,52              192,905  28,348,950 

1971 28,714,587  12,367  323,730          1,249,034             956,201  31,255,919 

1972 32,336,751  15,080  364,556          1,309,668          1,409,527  35,435,682 

Note.— Comparable  data  for  1944-59  will  be  found  in  the  1962  Annual  Report,  p.  141. 
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Government  losses  in  shipment 

Claims  totaling:  $823,258.86  were  paid  from  the  fund  established  by 
the  Government  Losses  in  Shipment  Act,  as  amended.  Details  of  oper- 
ations imder  this  adt  are  shown  in  the  Statistical  Appendix. 

Other  operations 

Donations  and  contributions. — During  the  year,  the  Bureau  of  Ac- 
counts received  "conscience  fund"  contributions  totaling  $46,373.59 
and  other  unconditional  donations  totaling  $1,123,015.44.  Other  Gov- 
ernment agencies  received  conscience  fund  contributions  and  micon- 
ditional  donations  amounting  to  $7,743.34  and  $87,517.20,  respec- 
tively. Conditional  gifts  to  further  the  defense  effort  amounted  to 
$1,355.65.  Gifts  of  money  and  the  proceeds  of  real  or  personal  property 
donated  in  fiscal  1972  for  reducing  the  public  debt  amounted  to 
$110,038.72. 

BUREAU  OF  THE  PUBLIC  DEBT 

The  Bureau  of  the  Public  Deibt,  in  support  of  the  management  of 
the  public  debt,  has  responsibility  for  the  preparation  of  Department 
of  the  Treasury  circulars  offering  public  debt  securities,  the  direc- 
tion of  the  handling  of  subscri])tions  and  making  of  allotments,  the 
formulation  of  instructions  and  regulations  pertaining  tO'  each  secu- 
rity issue,  the  issuance  of  the  securities,  and  the  conduct  or  diredtion 
of  transactions  in  those;  outstanding.  The  Bureau  is  responsible  for  the 
final  audit  and  custody  of  retired  securities,  the  mainJtenance  of  the 
control  accounts  covering  all  public  debt  issues,  the  keeping  of  in- 
dividual accounts  with  owners  of  registered  securities  and  authorizing 
the  issue  of  checks  in  payment  of  interest  thereon,  and  the  handling 
of  claims  on  accoimt  of  lost,  stolen,  destroyed,  or  mutilated  securities. 

The  Bureau's  principal  office  and  headquarters  is  in  Wasliington, 
D.C.  Offices  also  are  maintained  in  Chicago,  111.,  and  Parkersburg, 
W.  Va.,  where  most.  Bureau  operations  related  to  U.S.  savings  bonds 
and  U.S.  savings  notes  are  handled.  Under  Bureau  supervision  many 
transactions  in  public  debt  securities  are  conducted  by  the  Federal 
Reserve  banks  and  their  branches  as  fiscal  agents  of  the  United  States. 
Approximately  18,600  private  financial  institutions,  industrial  orga- 
nizations, selected  post  offices,  and  others  cooperate  in  the  issuance  of 
savings  bonds,  and  a])proximately  16,900  financial  institutions  act  as 
paying  agents  for  savings  bonds. 

Management  improvement 

In  the  Washington  office,  the  registered  accounts  activities  were 
transferred  from  the  Division  of  Loans  and  Currency  to  the  Division 
of  Public  Debt  Accounts.  The  latter  Division,  now  responsible  for 
maintaining  the  accounts  Avith  owners  of  registered  Treasury  securi- 
ties and  authorizing  the  issuance  of  registered  interest  cliecks,  will 
continue  to  maintain  the  accounts  covering  principal,  both  cash  and 
securities,  and  interest  cost. 

Concurrently,  the  remaining  functions  of  the  Division  of  Loans 
and  Currency  were  combined  with  the  functions  of  the  Division  of  Re- 
tired Securities  to  form  a  new  organizational  segment  called  the  Divi- 
sion of  Securities  Operations.  The  responsibilities  of  the  new  Division 
include  the  unissued  stock  and  security  transaction  operations  of  the 
former  Division  of  Loans  and  Currency  as  well  as  the  security  and 
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coupon  audit  o]5erations  and  the  numerical  records  of  the  former 
Division  of  Retired  Securities. 

In  connection  with  the  registered  accounts  activity  of  the  Washing;- 
ton  office,  a  major  project  was  initiated  to  decrease  processing;  time, 
improve  the  accuracy  of  records,  and  gfencrally  enhance  tlie  efficiency 
of  operations.  A  computerized  system  was  desig;ned  to  create  and 
maintain  the  individual  ownei-ship  accounts  which  at  present  are  only 
semiautomated.  When  completed,  a  full  master  record  will  be  kept 
on  magnetic  tape,  and  the  automated  system  will  record  and  process 
all  pertinent  data  from  the  time  a  reo;istered  security  is  inscribed  and 
issued  through  its  eventual  retirement.  In  addition,  the  necessary 
infonnation  as  to  reg^istered  interest  will  be  maintained  for  each  retris- 
tered  owner,  and  reg'ular  interest  payment  authorizations  will  be 
g^enerated  from  the  computerized  system.  Conversion  of  the  more  than 
300,000  manual  accounts  began  in  June  and  is  expected  to  be  com- 
pleted in  the  latter  part  of  fiscal  1973. 

An  automated  system  has  been  developed  and  implemented  for 
processino;  retired  Treasuiy  bills.  Throufrh  effective  utilization  of  the 
computer,  the  separate  functions  of  recordinof.  controllinfif.  auditing, 
and  preparing  destruction  schedules  were  combined  into  one  highly 
efficient  operation. 

To  facilitate  the  processing  of  claims  for  lost  or  stolen  securities 
and  thus  improve  service  to  the  investors,  the  Bureau  reorganized  its 
recordkeeping  and  computerized  its  data  on  securities  reported  miss- 
ing. A  claims  file  on  magnetic  tape  contains  the  desci'iptions  of  some 
8,000  securities  and  the  claims  to  whicli  they  are  related.  Data  is  up- 
dated regularly,  and  a  portion  of  the  file,  re]iresentin.<T  secui'ities  not 
yet  overdue,  is  included  in  a  checklist  maintained  bv  the  Federal 
Reserve  banks,  as  a  means  of  screening  securities  presented  to  the 
banks. 

The  Bureau  is  cooperating  in  a  natiouAvide  effort  to  recover  missing 
securities  and  apprehend  security  thieves.  Both  the  Federal  Reserve 
bank  checklist  and  the  master  claims  file  are  being  made  available  to 
the  FBI  for  investigative  purposes. 

In  the  Parkersburg  office  the  stub  adjustment  operation  in  the  Issue 
and  Retirement  Processing  Section  was  consolidated  with  the  issues- 
on-tape  activity  in  the  Accounts  Section,  Merging  these  two  similar 
operations  resulted  in  a  better  work  flow,  the  elimination  of  duplicate 
control  factors,  and  simplification  in  the  interchange  of  pereonnel, 
thereby  providing  a  more  efficient  utilization  of  personnel  and  the 
elimination  of  seven  clerical  positions. 

The  program  to  have  large- volume  issuing  agents  report  series  E 
savings  bond  sales  on  magnetic  tape  in  lieu  of  reofistration  stubs  was 
expanded  to  include  three  additional  Treasury  disbursing  centei-s,  one 
Defense  Department  installation,  one  Federal  Reserve  bank  and  three 
private  companies.  There  are  now  24  agents  participating  in  the  issues- 
on-tape  program. 

Key-to-tape  encoders  in  the  Washington  office  were  replaced  with  a 
key-to-disk  system  resulting  in  lower  rental  costs  ))er  macliine,  use  of 
less  floor  s])ace  and  easier  handling  of  data  throughout.  This  new  svs- 
tem  has  gi-eater  capabilities  than  the  old  one.  The  manually  controlled 
magnetic  tai)e  library  was  converted  to  an  automated  tape  library 
system,  resulting  in  a  more  efficient  tape  system  and  a  reduction  in  the 
number  of  magnetic  tapes. 


ADMINISTRATIVE    REPORTS  121 

Arrangements  were  made  for  facsimile  transmission  machines  to  be 
installed  in  each  of  the  12  Federal  Reserve  banks  enabling  the  Treasury 
to  furnish  details  on  financing  operations  more  expeditiously  to  the 
Federal  Reserve  banks.  In  turn  this  will  aid  the  banks,  in  their  capacity 
as  fiscal  agents,  to  disseminate  the  information  within  their  districts 
in  a  timely  manner. 

A  central  dictation  system  was  procured  for  installation  in  the  Cor- 
respondence and  Claims  Branch  of  the  Division  of  Securities  Opera- 
tions, Washington  office.  This  will  link  26  correspondents  and  super- 
visors at  individual  dictating  stations  to  a  series  of  endless  loop 
recorders.  A  unique  feature  of  this  system  is  the  capability  for  simul- 
taneous recording  and  transcribing.  It  is  anticipated  that  there  will  be 
an  approximate  two-thirds  reduction  in  the  time  necessary  to  draft 
correspondence.  As  an  additional  l^enefit,  the  system  can  be  readily 
expanded  to  service  additional  functions  as  needed. 

A  new  "Identification  Guide  for  Cashing  U.S.  Savings  Bonds"  was 
developed  and  distributed  to  paying  agencs.  Replacing  instructions 
issued  in  1947,  the  new  guide  clarifies  and  standardizes  the  responsi- 
bilities of  paying  agents  with  res]:>ect  to  obtaining  and  documenting 
the  identification  of  presenters  of  savings  bonds.  By  following  the 
guide,  agents  will  be  protected  against  financial  loss  in  cases  in  which 
bonds  are  cashed  for  the  wrong  person. 

A  move  was  begun  to  consolidate  all  savings  bond  functions  which 
are  performed  in  the  Chicago  and  Parkersburg  offices  into  one  office 
to  be  located  in  Parkersburg.  The  initial  phase  of  the  consolidation 
involved  the  relocation  from  Chicago  to  Parkersburg  of  the  adjudi- 
cation of  claims  for  relief  on  account  of  the  loss,  theft,  or  destruction 
of  savings  bonds.  The  consolidation  will  simplify  many  operations, 
eliminate  the  duplication  and  overlapping  of  organizations  and  func- 
tions, reduce  the  time  needed  to  process  cases  and  correspondence, 
permit  the  combination  of  data  processing  and  other  equipment  and 
facilities  in  the  interest  of  increased  effectiveness,  allow"  better  uti- 
lization of  space,  provide  for  centralized  direction  of  activities,  and  in 
general  make  it  possible  to  perform  savings  bond  operations  with 
greater  efficiency  and  at  less  cost.  Future  plans  and  progress  in  com- 
pleting the  consolidation  are  awaiting  the  procurement  of  space  to 
house  the  combined  operations.  In  the  meantime,  the  personnel  com- 
plement of  the  Chicago  office  is  being  reduced  by  normal  attrition 
and  transfer,  w^hile  a  staff  is  being  trained  in  Parkersburg  at  a  de- 
liberate pace  that  will  permit  the  orderly  transfer  of  functions. 

Special  records  disposal  projects  were  initiated  in  anticipation  of 
the  consolidation  of  the  Chicago  and  Parkersburg  offices  and  the 
physical  moving  of  some  components  of  the  Washington  office.  As  a 
result,  40,070  cubic  feet  of  records  have  been  destroyed,  and  4,058 
cubic  feet  of  records  were  transferred  to  a  Federal  Records  Center. 

Bureau  operations 

During  the  year,  50,234  individual  accounts  covering  publicly  held 
registered  securities  other  than  savings  bonds,  savings  notes,  and  re- 
tirement plan  bonds  were  opened  and  75,662  were  closed.  This  de- 
creased the  number  of  open  accounts  to  269,951  covering  registered 
securities  in  the  principal  amount  of  $9,702  million.  There  were  495,- 
096  interest  checks  with  a  value  of  $416  million  issued  during  the 
year. 
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Kedeemed  and  canceled  securities  other  tlian  savino;s  bonds,  savinpfs 
notes,  and  i-etirenient  plan  bonds  received  for  audit  included  4,979,860 
bearer  securities  and  242,945  registered  securities.  Coupons  totaling 
16,004,810  were  received. 

Durinc  the  year,  26,998  registration  stubs  of  retirement  plan  bonds 
and  7,578  retirement  plan  bonds  were  received  for  audit. 

A  summary  of  public  debt  operations  handled  by  the  Bureau  ap- 
pears on  pages  20-28  of  this  report  and  in  the  Statistical  Appendix. 

U.S.  savinc/f!  ho7idft. — The  issuance  and  redemption  of  savings  bonds 
result  in  a  heavy  administrative  burden  for  the  Bureau  of  the  Public 
Debt,  involving:  Maintenance  of  ownership  records  for  the  8.6  billion 
bonds  issued  since  1985;  adjudication  of  claims  for  lost,  stolen,  and 
destroyed  bonds;  and  the  audit  and  recording  of  retired  bonds. 

Detailed  information  on  sales,  accrued  discount,  and  redemptions 
of  savings  bonds  Avill   be   found  in  the  Statistical   Appendix. 

There  were  185  million  stubs  or  records  on  magnetic  tape  and  micro- 
film representing  the  issuance  of  series  E  bonds  received  for  registra- 
tion, making  a  ffrand  total  of  8,508  million,  including  reissues,  re- 
ceived through  June  80, 1972. 

All  registration  stubs  of  series  E  savings  bonds  and  all  retired  series 
E  savings  bonds  are  microfilmed,  audited,  and  destroyed,  after  re- 
quired permanent  record  data  are  prepared  by  an  EDP  system  in  the 
Parkersburg  office.  The  following  table  shows  the  status  of  processing 
operations  for  savings  bonds  in  the  Parkersburg  office. 


Re- 
ceived 

Micro- 
filmed 

Key 
punched 

Con- 
verted 
to  mag- 
netic 
tape 

Audited 
and 
classi- 
fied 

De- 
stroyed 

Balance 

Fiscal 
year 

Un-      Not  key 
filmed   punched 

Not  con- 
verted to 
magnetic 
tape 

Unau- 
dited 

Stubs  of  issued  card  type  series 

i  E  savings  bonds  (In  millions  of  pieces) 

1958-67.... 

911 
102 
104 
98 
101 
104 

910  . 

103  . 

102  . 
98  . 

104  . 
104  . 

907 
103 

102 
98 
106 
104 

903 
103 
102 
95 
108 
107 

859 
98 
104 
108 
107 
137 

2.6 

5.2 
4.4 
6.6 
6.9 
1.6 
1.5 

8.9 

1968 

1969 

1970 

1.7 

3.1 

3.3 

8.1 
9.7 
13.2 

1971 

1972 

.5 

.2 

6.1 

2.8 

Total  1 

..     1,421 

1,421  . 

1,419 

1,418 

1,414  . 

Retired  card  type  series  E  savings  bonds  and  savings  notes  ^  (in  millions  of  pieces) 

1958-67.... 

1968 

1969 

1970 

1971 

1972 

610 
95 
111 
116 
110 
105 

618 
94 
110 
llfi 
114 
105 

614 
96 
108 
118 
115 
105 

614 
97 
108 
117 
115 
105 

611 
95 
106 
114 
119 
108 

577 
84 
98 
125 
124 
131 

2. 0             4.9 

2. 5  3. 6 
3.4             6.7 

3.6  5.3 
0                   .5 

.1               .5 

5.5 
3.6 

6.7 

5.7 

.5 

.5 

8.3 
7.6 
11.9 
14.2 
5.6 
2.8 

Total. 

..     1,156 

1,156 

1,156 

1,155 

1,153 

1.139  . 

Retired  paper  type  series  E 

savings  bonds  (in  millions  of  pieces) 

1962-67  3. . 

..     101.5 

..       15.2 

13.7 

101.1  . 

15.2  . 
13.7  . 

13.3  . 
10.5  . 

8.9  . 

100.7 
15.2 
13.7 
13.4 
10.6 
8.9 

100.1 
15.3 
13.7 
13.0 
11.3 
9.0 

89.4 
13.8 
18.4 
15.5 
8.9 
15.5 

0.4 

0.8 

.8 
.8 

.1 
.1 

1.4 

1968 - 

.4 

.4 

.4 

0      - 

1.3 

1969... 

1.3 

1970 

..       13.3 

..       10.1 

8.9 

1.6 

1971 

.4 

1972 

0 

.3 

Total. 

..     162.7 

162.7  . 

162.6 

162.4 

161.5  . 

'  Exchidps  records  received  on  magnetic  tape:  5.3  million  in  1965,  6.4  million  in  1966,  12.8  million  in  1967, 
17.2  million  in  1968,  19.9  million  in  1969,  22.7  million  in  1070,  24.6  million  in  1971.  and  31.3  million  in  1972  for 
a  total  of  140.2  million. 

2  U.S.  savings  notes  were  first  issued  in  May  1967,  and  the  sale  of  the  notes  was  terminated  on  June  30, 
1970. 

3  In  1962  (and  prior  years)  most  paper  type  bonds  were  processed  in  other  offices  manually  and  on  tabu- 
lating equipment. 
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Of  the  108.9  million  series  A-E  savings  bonds  and  savings  notes 
redeemed  and  charged  to  the  Bureau  during  the  year,  106.2  million 
(98  percent)  were  redeemed  by  authorized  paying  agents.  For  these 
redemptions  these  agents  were  reimbursed  quarterly  at  the  rate  of  15 
cents  each  for  the  first  1,000  bonds  and  notes  paid  and  10  cents  each  for 
all  over  the  first  1,000  for  a  total  of  $13,798,587  and  an  average  of 
12.99  cents  per  bond  and  note. 

The  following  table  shows  the  number  of  issuing  and  paying  agents 
for  series  A-E  savings  bonds  by  classes. 


June  30 


Post 
offices ' 


Banks 


Building 
and  savings 

and  loan 
associations 


Credit 
unions 


Companies 

operating 

payroll 

plans 


All 
others 


Total ' 


Issuing  agents: 

1945..   24,038  15,232 

1950 25,060  16,225 

1955..  - 2,476  15,692 

1960 ---        1,093  16,436 

1965. 943  14,095 

1968 870  14,234 

1969 _-.  836  14,267 

1970 777  14,319 

1971 735  14,415 

1972 380  14,582 

Paying  agents: 

1945..       13,466 

1950 - 15,623 

1955... 16,269 

1960... 17,127 

1965.. 14,190 

1968- - 14,304 

1969 14,336 

1970 ---  14,399 

1971. --  14,489 

1972 14,635 


3,477 

2,081 

3  9, 605 

(') 

54,433 

1,557 

522 

3,052 

550 

45, 966 

1,555 

428 

2,942 

688 

23, 681 

1,851 

320 

2,352 

643 

22, 696 

1,702 

246 

1,695 

510 

19, 191 

1,701 

227 

1,485 

448 

18, 965 

1,711 

230 

1,408 

446 

18, 897 

1,698 

224 

1,365 

442 

18, 825 

1,693 

219 

1,374 

404 

18,  840 

1,669 

218 

1.311 

404 

18,564 

13,466 

874  137 67  16,691 

1,188  139  .- 56  17,652 

1,.797  169 -  60  19,153 

1,816  167 15  16,178 

1,970  175 14  16,463 

1.997  176 16  16,624 

1.998  181 - 18  16,697 

1,998  182 12  16,681 

2,054  165  .- 10  16,864 


1  Estimated  by  the  Post  Office  Department  for  1955  and  thereafter.  Sale  of  series  E  savings  bonds  was 
discontinued  at  post  offices  at  the  close  of  business  on  Dec.  31, 1953.  except  in  those  localities  where  no  other 
public  facilities  for  their  sale  were  availalile. 

2  Effective  Dec.  31,  1960,  a  substantial  reduction  was  made  due  to  reclassification  by  Federal  Reserve 
banks  to  include  only  the  actual  number  of  entities  currently  qualified.  Does  not  include  branches  active  in 
the  savings  bond  program. 

3  "All  others"  included  with  companies  operating  payroll  plans. 

Interest  checks  issued  on  current  income-type  savings  bonds  (series 
H)  during  the  year  totaling  4,140,666  with  a  value  of  $372,245,686. 
New  accounts  established  for  series  H  bonds  totaled  120,865  while 
accounts  closed  totaled  105,706,  an  increase  of  15,159  accounts. 

Applications  received  during  the  year  for  the  issue  of  duplicates  of 
savings  bonds  and  savings  notes  lost,  stolen,  or  destroyed  after  receipt 
by  the  registered  owner  or  his  agent  totaled  42,682.  In  26,514  of  such 
cases  the  issuance  of  duplicate  bonds  was  authorized.  In  addition, 
17,350  applications  for  relief  were  received  in  cases  where  the  original 
bonds  were  reported  as  not  being  received  after  having  been  mailed  to 
the  registered  owner  or  his  agent. 

OFFICE  OF  THE  TREASURER  OF  THE  UNITED  STATES 

The  Office  of  the  Treasurer  of  the  United  States  was  created  by  the 
act  of  September  2,  1789  (1  Stat.  65;  31  U.S.C.  141),  for  the  purpose 
of  receiving,  holding,  and  paying  out  the  public  moneys  for  the  Federal 
Government.  The  Office  maintains  accounts  of  the  source,  location,  and 
disposition  of  these  funds. 
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The  Treasury  checks  issued  to  pay  virtually  all  of  the  Federal  Gov- 
erunient's  obli<rations  are  drawn  on  the  Treasurer,  and  upon  their 
presentment  for  payment  are  examined  by  the  Treasurer's  Office  and 
reconciled  against  the  records  of  the  issuing  officers.  In  fiscal  1972,  al- 
most 655  million  checks  were  issued  from  over  1,800  disbursing 
stations. 

Claims  for  checks  that  are  lost  in  the  mails,  or  which  bear  forged 
endorsements,  are  paid  by  the  Treasurer  by  issuing  or  authorizing  the 
issuance  of  new  checks.  The  Treasurer  also  handles  claims  for  partially 
destroyed  paper  currency. 

Most  of  the  Federal  Government's  operating  cash  is  held  in  accounts 
of  the  Treasurer  maintained  in  the  36  Federal  Reserve  banks  and 
branches.  These  banks  have  been  designated,  pursuant  to  law,  as  fiscal 
agents  of  the  United  States.  Revenue  receipts,  public  debt  borrowings 
and  other  incoming  moneys  are  credited  to  those  accounts,  and  checks 
drawn  on  the  Treasurer  are  charged  to  those  accounts  after  they  have 
been  endorsed  by  the  payees  and  enter  the  banking  system  for  collec- 
tion from  the  Treasurer.  The  Federal  Reserve  banks  make  daily  re- 
ports of  these  transactions  to  the  Treasurer,  who  keeps  cash  accounts 
of  the  Federal  Government's  receipts  and  disbursements  and  pub- 
lishes daily  reports  of  them. 

Representatives  of  the  Treasurer  make  regular  inspections  of  the 
procedures  employed  by  Federal  Reserve  banks  in  verifying  and 
destroying  paper  currency  of  the  Ignited  States  which  has  become  worn 
out  and  will  be  replaced.  T'nfit  currency  delivered  to  the  Treasury  in 
Washinafton,  D.C.,  is  verified  and  destroyed  by  the  Treasury. 

The  Treasurer  is  vault  custodian  of  a  quantity  of  securities  and 
other  valuables  deposited  with  the  Treasury  by  many  Government 
agencies. 

In  the  Washington,  D.C.,  area,  the  Treasurer  supplies  coin  and 
currency  to  local  banks,  cashes  checks  drawn  on  the  Treasurer,  and 
issues  and  redeems  Government  bonds  and  other  securities.  In  other 
parts  of  the  country,  these  functions  are  performed  by  Federal  Reserve 
banks  and  branches. 

Management  improvements 

ADP  management. — During  fiscal  1972,  the  Treasurer's  Office  con- 
tinued performing  ADP  services  on  a  reimbursable  basis  and  sharing 
its  computer  systems  with  other  agencies.  The  computer-  svstems  are 
used  primarily  to  process  Government  checks;  however,  during  the 
year,  the  systems  were  used  a  total  of  3,321  hours  by  personnel  of  the 
Treasurer's  Office  in  performing  services  on  a  reimbursable  basis  for 
other  bureaus  and  agencies,  primarily  for  the  U.S.  Postal  Service.  In 
addition,  the  systems  were  used  1,464  hours  b}'  pei*sonnel  of  the  Depart- 
ment of  Labor  after  regular  working  hours  and  on  weekends  when 
the  equipment  was  not  needed  for  operations  performed  by  the  Treas- 
urer's Office. 

About  90  percent  of  the  computer  systems  were  purchased  in  1962 
and  1963  and  the  purchase  cost  is  fully  amortized.  Because  of  this,  the 
Office  was  able  to  provide  computer  time  to  other  agencies  at  a  cost 
of  $15,000.  Purchase  of  this  time  through  a  commercial  computer 
service  company  would  have  required  an  expenditure  of  $385,000  thus 
providing  a  cost  avoidance  of  $370,000  to  other  departments. 
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Automation. — During  fiscal  1972,  substantial  progress  was  made  in 
developing  a  system  that  will  automate  the  check  claims  operation. 
Contracts  were  awarded  to  three  companies  for  the  necessary  equip- 
ment. Documentation  work  to  implement  the  system  is  now  underway. 
Late  in  fiscal  1972  some  remote  terminal  devices  and  a  remote  optical 
character  reader  were  delivered.  These  devices  are  connected  to  a 
Honeywell  computer  by  telephone  lines,  and  initial  testing  of  the  sys- 
tem has  commenced. 

The  system  will  substantially  improve  service  and  cut  costs  in  han- 
dling claims.  Each  step  taken  in  the  progression  of  a  claim  can  be 
keyed  into  the  memory  of  a  computer  and  accumulated  and  at  any 
time  can  be  flashed  in  seconds  on  a  television-like  screen  enabling  a 
claims  examiner  to  view  the  history  and  quickly  decide  what  action  is 
required  each  time  a  paper  is  received  affecting  the  progress  of  the  case. 

Destruction  of  unfit  papei'  currency. — To  help  reduce  air  pollution 
and  reuse  the  currency  paper  in  a  constructive  way,  the  Treasurer's 
Office  has  been  testing  alternative  destruction  methods  of  replacing 
incineration  as  the  only  method  of  destroying  currency  which  is  unfit 
for  further  circulation.  Tests  made  to  date  show  that  it  can  be  effec- 
tively destroyed  by  pulverization  into  a  fibrous  residue  that  can  be 
efficiently  used  in  the  manufacture  of  roofing  felt  and  as  a  "mud" 
in  oil  w^ell  drilling.  One  Federal  Reserve  bank  is  now  pulverizing  unfit 
currency  and  selling  the  residue,  and  four  others  liave  been  authorized 
to  procure  necessary  equipment. 

Internal  Auditing. — Audits  of  the  various  activities  in  the  Office 
of  the  Treasurer  provide  the  surveillance  necessary  to  assure  manage- 
ment that  established  policies  and  procedures  are  being  followed  and 
that  assets  are  properly  accounted  for.  Unannounced  audits  made  of 
cash,  negotiable  securities,  bond  stock,  and  check  stock  are  a  deterrent 
to  misappropriation  of  funds. 

As  a  result  of  fiscal  1972  audits,  internal  controls  were  strengthened 
in  the  processing  and  recordkeeping  of  currency,  coin,  and  Govern- 
ment securities.  Internal  audit  work  also  assisted  management  in  de- 
veloping more  efficient  and  economical  procedures  in  performing 
financial  operations. 

Staffing  and  training. — During  the  year,  most  of  the  employees  of 
the  Check  Claims  Division  and  selected  employees  of  other  divisions 
were  given  formal  training  on  the  automated  claims  system.  The 
course,  given  by  Treasurer's  Office  employees,  consisted  of  an  intro- 
duction to  data  processing  and  to  the  new^  system ;  approximately  1,000 
man-hours  of  training  were  received  during  these  sessions. 

Training  in  computer  systems  design,  analysis  operations,  and  pro- 
graming, consuming  about  440  man-days,  was  also  received  by  bureau 
employees  and  was  given  in  regularly  scheduled  classes  by  the  com- 
puter manufacturer.  A  1-day  management  orientation  was  provided 
for  25  senior  management  personnel. 

Assets  and  liabilities  in  the  Treasurer's  account 

A  statement  of  the  assets  and  liabilities  in  the  Treasurer's  account  at 
the  close  of  the  fiscal  years  1971  and  1972  appears  in  the  Statistical 
Appendix.  Balances  shown  in  that  statement,  which  is  on  a  final  ac- 
counting basis,  may  differ  somewhat  from  balances  mentioned  herein 
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on  the  daily  Treasury  stat(Miiont  hasis.  Tlio  assets  of  the  Treasurer 
consist  of  go\d  bullion,  coin,  coinage  metal,  paper  currency,  deposits 
in  Federal  Reserve  banks,  and  deposits  in  commercial  banks  desig- 
nated as  Government  depositaries. 

Gold. — Although  the  Treasurer's  gold  stock  decreased  by  21.3  mil- 
lion ounces  during  fiscal  1972,  there  was  a  net  increase  of  $78  million 
in  value.  All  gold  held  in  the  Treasurer's  account  on  May  8,  1972,  as 
well  as  gold  held  by  the  Exchange  Stabilization  Fund,  was  revalued 
from  $-j5  to  $38  per  ounce  pursuant  to  the  Par  Value  Modification  Act 
approved  March  31,  1972.^  Transactions  at  $35  per  ounce  prior  to 
revaluation  consisted  of  the  withdrawal  of  $147.9  million  previously 
deposited  by  the  International  Monetary  Fund  and  sales  of  $700.2 
million  offset  by  purchases  of  $104.3  million.  This  reduced  the  begin- 
ning balance  of  $10,332.1  million  to  $9,588.3  by  May  8,  1972,  when 
revaluation  was  effected.  Revaluation  increased  this  value  by  $821.9 
million  to  $10,410.2  million.  Net  sales  of  $0.1  million  at  the  new  price 
of  $38  per  ounce  left  the  balance  of  $10,410.1  million  as  the  year  ended. 

Coinage  metal. — Stocks  of  coinage  metal  stood  at  $228.5  million  at 
the  beginning  of  fiscal  1972  and  at  $216.8  at  yearend.  Such  stocks  in- 
clude silver,  copper,  nickel,  zinc,  and  alloys  of  these  metals  which  are 
not  yet  in  the  form  of  finished  coins. 

Balances  with  depositaries. — During  fiscal  1972,  the  Department 
arranged  to  open  a  new  type  of  special  demand  account  with  certain 
major  commercial  banks.  The  Treasury  deposits  funds  with  the  banks 
to  compensate  for  services  rendered  but  may  withdraw  such  deposits 
upon  demand  during  periods  of  temporary  cash  stringency,  thereby 
reducing  its  need  to  resort  to  interim  borrowing  operations. 

The  number  of  depositaries  of  each  type  and  the  balances  on  fJune 
30,  1972,  on  the  daily  Treasury  statement  l)asis,  are  shown  in  the 
following  table : 


Deposits  to  the 

Number  of  credit  of  the 

accounts  with  Treasurer  of  the 

depositaries '  United  States 
June  30,  1972 

Federal  Reserve  banks  and  branches _ 36  •  $2,596,222,418 

other  depositaries  reporting  directly  to  the  Treasurer: 

Special  demand  accounts _ 6  139, 070,  000 

other: 

Domestic 20  2,902,098 

Foreign  3 52  4,546,392 

Depositaries  reporting  tlirough  Federal  Reserve  banks: 

General  depositaries,  etc _  _ 1, 925  151, 454,  860 

Special  depositaries.  Treasury  tax  and  loan  accounts 13,049  7,634, 121,872 


Total _ 15,088         10.528,317,640 

'  Includes  only  depositaries  having  balances  with  the  Treasurer  of  the  I'nitod  States  on  June  30,  1972. 
Excludes  depositaries  designated  to  furnish  ofhcial  checking  account  facilities  or  other  services  to  Govern- 
ment ofhees,  but  which  are  not  authorized  to  maintain  accounts  witli  the  Treasurer.  Banking  institutions 
designated  as  general  depositaries  are  fre(|uently  also  designated  as  special  depositaries,  hence  the  total 
number  of  acajunts  exceeds  tlie  number  of  institutions  involved. 

2  Includes  checks  for  $252, 181. 96 1  in  process  of  collection. 

3  Principally  branches  of  U.S.  banks  and  of  the  American  Express  International  Banking  Corp. 


1  See  exhibit  55. 
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Bureau  operations 

Receiving  and  dishursing  jmhlic  moneys. — Government  officers  de- 
posit moneys  Avhich  they  have  collected  to  the  credit  of  the  Treasurer 
of  the  TTnited  States.  Such  deposits  may  be  made  with  the  Treasurer 
in  "Washington,  D.C.,  or  at  Federal  Reserve  banks  or  designated  Gov- 
ernment depositaries,  domestic  and  foreign.  Certain  taxes  are  also 
deposited  directly  by  the  employei-s  or  manufacturers  who  withhold  or 
pay  them.  All  payments  are  withdrawn  from  the  Treasurer's  account. 
Moneys  deposited  and  withdrawn  in  the  fiscal  years  1971  and  1972, 
exclusive  of  certain  intragovernment  transactions,  are  shown  in  the 
following  table  on  the  daily  Treasury  statement  basis : 

Deposits,  withdrawals,  and  balances  in  the  Treasurer's  account  1971  1972 

Balance  at  beginning  of  fiscal  year $9,015,895,781         $9,910,720,039 

Cash  deposits: 

Internal  revenue,  customs,  trust  fund,  and  other  collections 205, 960, 854, 544        228,  285, 456,  364 

Public  debt  receipts  1 354,848,290,216       466,356,112,806 

Less: 

Accruals  on  savings  bonds  and  notes,  retirement  plan 

bonds  and  Treasury  bills 6,586,378,312  6,660,949,840 

Purchases  by  Government  agencies  2 109,361,742,281        117,118,702,447 

Sales  of  securities  of  Government  agencies  in  market  2 27, 090,  702, 648         25, 964, 803, 130 

Total  deposits --     471,951,726,815        596,826,719,012 

Cash  withdrawals: 

Budget  and  trust  accounts,  etc 229,353,484,378  244,879,617,807 

Public  debt  redemptions  > 327,637,252,710  437,225,396,321 

Less: 

Redemptions  included  in  budget  and  trust  accounts 6, 625, 358, 604  5, 462,  501, 032 

Redemptions  by  Government  agencies  2 101,  050,  378, 960  108, 133, 198, 963 

Redemptions  of  securities  of  Government  agencies  in  market  2 23,  563,  823, 950  21,  286,  237, 625 

Total  withdrawals 472,878,823,474       589,795,551,759 

Change  in  clearing  accounts  (checks  outstanding,  deposits  in  transit, 
unclassified  transactions,  etc.),  net  deposits,  or  withdrawals  (-) 1,821,920,918      -5,632,240,221 

Balance  at  close  of  fiscal  year 9,910,720,039         11,309,647,071 


'  For  details  see  Statistical  Appendix. 

2  "Government  agencies,"  as  here  used,  includes  certain  enterprises  which  have  been  converted  to  private 
ownership. 

Issuing  and  redeeming  paper  currency. — The  Treasury  is  required 
by  law  (31  U.S.C.  401)  to  issue  X^.S.  notes  in  amounts  equal  to  those 
redeemed.  To  comply  Avith  this  requirement  in  the  most  economical 
manner,  Treasury  issues  U.S.  notes  only  in  the  $100  denomination  and 
only  for  local  distribution  in  the  Washington,  D.C.  area.  Silver  cer- 
tificates are  no  longer  issued.  New  series  unfit  IT.S.  notes  and  silver 
certificates  are  redeemed  and  destroyed  at  the  Federal  Reserve  banks 
and  at  the  Treasurer's  Office  in  Washington,  D.C. 

Federal  Reserve  notes  constitute  nearly  99  percent  of  the  paper  cur- 
rency in  circulation.  After  being  printed  by  the  Bureau  of  Engraving 
and  Printing,  these  notes  are  held  in  a  reserve  vault  for  the  account 
of  the  Comptroller  of  the  Currency.  The  Bureau  ships  notes  to  Fed- 
eral Reserve  banks  as  needed.  Federal  Reserve  banks  obtain  notes  for 
issuance  to  the  commercial  banking  system  by  depositing  equivalent 
amounts  of  collateral  with  their  respective  agents. 
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As  the  notes  become  unfit  for  further  circulation,  they  are  retired 
under  procedures  prescribed  by  the  Fiscal  Assistant  Secretary  pursu- 
ant to  deleg-ation  from  the  Secretary.  Approximately  97  percent  of  the 
notes  retired  are  verified  and  destroyed  at  the  Federal  Reserve  banks. 
The  remainder  are  verified  and  destroyed  at  the  Treasury  Department 
in  Washin^jton. 

The  Treasurer's  Office  accounts  for  Federal  Reserve  notes  from  the 
time  that  they  are  delivered  by  the  Bureau  of  Eng-ravinp:  and  Print- 
ing until  redeemed  and  destroyed.  The  accounts  show  the  amounts 
for  each  bank  of  issue  and  each  denomination  of  notes  held  in  the  re- 
serve vault,  held  by  each  Federal  Reserve  agent,  or  issued  and 
outstanding. 

The  Treasurer's  Office  retires  unfit  paper  currency  of  all  types  re- 
ceived locally  in  Washington  and  from  Government  offices  abroad,  and 
handles  all  claims  involving  burned  or  mutilated  currency.  During 
fiscal  1972,  payments  totaling  $7.3  million  were  made  to  51,326  claim- 
ants for  burned  and  mutilated  currency  cases. 

A  comparison  of  the  amounts  of  paper  currency  of  all  classes,  is- 
sued, redeemed,  and  outstanding  during  the  fiscal  years  1971  and  1972 
follows : 

Fiscal  year  1971  Fiscal  year  1972 


Pieces  Amount  Pieces  Amount 


Outstanding  July  1 5,373,864,149  $51,054,900,945  5,613.768,498  $55,114,602,017 

Issues  during  year 2,603,816,820  16,540,908,000  2,715,007,699  16,841,876,620 

Redemptions  during  year 2,363,912,471  12,481,206,928  2,330.529,038  13,054,507,197 

Outstanding  June  30 5,613,768,498  55,114,602,017  5,998,247,159  58,901,971,440 


Details  of  the  issues  and  redemptions  for  fiscal  1972  and  of  the 
amounts  outstanding  at  yearend  are  given  by  class  of  currency  and 
by  denomination  in  a  table  in  the  Statistical  Appendix.  Othei- tables  in 
that  volume  give  further  information  on  the  stock  and  circulation  of 
money  in  the  United  States. 

Processing  Federal  tax  deposits. — lender  provisions  of  Treasury 
Department  Circular  No.  1079,  tax  withholdei-s  and  certain  taxpayers 
are  supplied  with  partially  punched  cards  w^hich  they  forward  to 
their  banks  with  their  tax  payments.  The  cards  are  then  routed  to 
Federal  Reserve  banks  which  complete  the  punching  and  forward 
them  to  the  Treasurer's  Office  in  Washington.  The  Treasurer's  Office 
enters  the  data  from  the  cards  on  magnetic  tapes  which  are  furnished 
to  the  Internal  Revenue  Service  for  reconciliation  with  taxpayers' 
returns.  This  procedure  obviates  any  handling  of  tax  remittances  in 
the  Department  and  expedites  the  crediting  of  tax  payments  in  the 
Treasurer's  account. 

The  types  of  tax  payments  which  are  collected  in  this  manner  in- 
clude withheld  individual  income  and  social  security  taxes,  corpora- 
tion income  taxes,  ceitain  excise  taxes,  railroad  retirement  taxes,  and 
Federal  unemployment  taxes.  Collections  received  under  this  proce- 
dure in  fiscal  1972  totaled  $159,889  million  and  required  the  processing 
of  32.4  million  cards,  compared  with  $144,209.1  million  collected  and 
31.3  million  cards  processed  in  the  previous  year. 
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Paying  grants  through  Tetters  of  credit. — Treasury  Department 
Circular  No.  1075,  dated  May  28, 1964,  established  a  procedure  "to  pre- 
clude withdrawals  from  the  Treasury  any  sooner  than  necessary"  in 
cases  where  Federal  programs  are  financed  by  grants  or  other  pay- 
ments to  State  or  local  govenmients  or  to  educational  or  other  institu- 
tions. Under  this  procedure  Government  departments  and  agencies 
issue  letters  of  credit  which  permit  grantees  to  make  withdrawals 
from  the  account  of  the  Treasurer  of  the  United  States  as  they  need 
funds  to  accomplish  the  object  for  which  a  grant  has  been  awarded. 

By  the  close  of  fiscal  1972,  69  Government  agency  accounting  sta- 
tions were  making  disbursements  through  letters  of  credit.  During  the 
year,  the  Treasurer's  Office  processed  76,569  withdrawal  transactions, 
aggregating  $34,658.2  million,  compared  with  69,932  transactions,  to- 
taling $28,341.7  million,  in  fiscal  1971. 

Checking  accounts  of  disbursing  officers  and  agencies. — As  of 
June  30,  1972,  the  Treasurer  maintained  1,808  checking  accounts, 
compared  with  1,831  the  year  before.  The  number  of  checks  paid  by 
categories  of  disbursing  officers  during  fiscal  1971  and  1972  follow. 

Number  of  checks  paid 

Disbursing  officers  

1971  1972 

Treasury 602,539,420  517,684,629 

Air  Force _ - 34,488,996  30,403,130 

Army    -. _ -.  35,966,044  36,516,872 

Navy -..- 38,511,782  36,332,907 

other 29,080,264  33,587,763 

Total - - 640,586,506        654,525,301 

Settling  check  claims. — During  fiscal  1972,  the  Treasurer  received 
798,000  requests  to  stop  payment  on  Government  checks.  This  re- 
sulted in  486,000  paid  check  claims  acted  upon  during  the  year,  includ- 
ing 58,000  referred  to  the  U.S.  Secret  Service  for  investigation  because 
of  forgery,  alteration,  counterfeiting,  or  fraudulent  issuance  and 
negotiation.  Reclamation  was  requested  from  those  having  liability  to 
the  United  States  on  64,000  claims  with  a  value  of  $10.4  million.  During 
the  year,  64,000  paid  check  claims  totaling  $20.5  million  were  settled. 
In  addition,  claims  by  payees  and  others  involving  189,000  outstanding 
checks  were  acted  upon.  Of  these,  173,000  Avere  certified  for  issuance  of 
substitute  checks  valued  at  $128.2  million  to  replace  checks  that  were 
not  received  or  Avere  lost,  stolen,  or  destroyed. 

The  Treasurer  treated  as  canceled  and  transferred  to  accounts  of 
agencies  concerned  the  proceeds  of  30,000  unavailable  outstanding 
checks,  totaling  $12.4  million. 

Collecting  checks  deposited. — Government  offices  during  the  year 
deposited  8.4  million  commercial  checks,  drafts,  money  orders,  etc.. 
with  the  Treasurer's  Cash  Division  in  Washington  for  collection. 

Custody  of  securities. — The  face  value  of  securities  held  in  the 
custody  of  the  Treasurer  as  of  June  30,  1971,  and  June  30,  1972,  is 
shown  below. 
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June  30 
Purpose  for  which  held  


1972 


As  collateral: 

To  secure  deposits  of  public  moneys  in  depositary  banks $37, 103, 100  $33, 626, 100 

In  lieu  of  sureties _ 5, 005,  250  6,  855,  950 

In  custody  for  povernnicnt  officers  and  others: 

For  the  Secretary  of  the  Treasury  '... 37,384,997,232  38,896,501,840 

For  the  Comptroller  of  the  Currency .._ 11,307,500  11,493,000 

For  the  Federal  Deposit  Insurance  Corporation 245,000,000  245,000,000 

For  the  Rural  Eloctrincatiou  Administration 147, 157.000  183,314,400 

For  the  District  of  Columbia 386,480,066  500,800,202 

For  the  Commissioner  of  Indian  Affairs 34, 172, 150  1,746, 125 

Foreign  obligations  2 12,028,276,451  12,024,056,451 

Others 120,013,619  117,8,52,334 

For  government  security  transactions: 

Unissued  bearer  securities. 1,705,536,950  1,611,914, 150 

Total 52,105,049,318         53,633,163,652 

'  Includes  those  securities  listed  in  table  108  in  the  Statistical  Appendix  as  in  custody  of  the  Treasury. 
-  Issued  by  foreign  governments  to  the  United  States  for  indebtedness  arising  from  World  War  I. 
'  Includes  U.S.  savings  bonds  in  safekeeping  for  individuals. 

Servicing  securities  for  Federal  agencies  and  Government-sponsored 
enterprises. — In  accordance  with  ag^reements  between  the  Secretary 
of  the  Treasury  and  tlie  afjencies  and  enterprises  listed  below,  the 
Treasurer  of  the  Ignited  States  acts  as  special  ao:ent  for  the  payment 
of  principal  and  interest  on  their  securities.  A  comparison  of  these 
payments  durino-  the  fiscal  years  1971  and  1972,  on  the  daily  Treasury 
statement  basis,  is  as  follows : 


1971  1972 

Payment  made  for 

Principal  Interest  Principal  Interest 

redeemed  paid  redeemed  paid 

Banks  for  cooperatives $3,240,675,000  $123,834,982  $3,452,060,000  $93,423,813 

District  of  Columbia  Armory  Board 716,604  1,112,622 

Federal  home  loan  banks 7,230,855,000  818,665,913  2,355,760,000  566,423,590 

Federal  Housing  Administration 65,578,550  21,056,873  54,127,500  20,084,087 

Federal  intermediate  credit  banks 6,010,905,000  383,933,952  6,486,720,000  313,430,614 

Federal  land  banks 1,923,259,500  432,195,949  1,989,039,700  455,650,761 

Federal  National  Mortgage  Association....    3,315,313,000  709,882,164  3,653,214,000  1,038,847,492 

others. 152,900  23,994  128,425  18,189 

Total. _ _ ....21,786,738,950  2,490,310,411  17,991,049,625  2,488,991,166 


Office  of  Foreign  Assets  Control 

The  Office  of  Foreign  Assets  Control  administers  the  Department 
of  the  Treasury's  freezing-  controls.  The  Foreign  Assets  Control  Reg- 
ulations and  the  Cuban  Assets  Control  Regulations  prohibit,  unless 
licensed,  trade  and  financial  transactions  with  Nortli  Korea,  North 
Vietnam,  Cuba,  and  their  nationals,  and  block  assets  in  the  United 
States  of  such  countries  and  their  nationals.  Under  general  licenses^ 
issued  during  fiscal  1971  and  1972,  all  ti-ansactions  with  the  People's 
Republic  of  China  are  authorized  with  the  exception  of  transactions 
abroad  by  foreign  firms  owned  or  controlled  by  Americans  involving 
shipment  to  the  People's  Republic  of  China  of  internationally  con- 
trolled strategic  merchandise,  unless  licensed  under  the  Transaction 
Control  Regulations   (see  below),  and  with  the  exception  of  trans- 
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actions  in  Chinese  assets  blocked  in  the  United  States  as  of  May  6, 
1971. 

The  Office  of  Foreign  Assets  Control  also  administers  the  Trans- 
action Control  Reonlations  which  supplement  the  export  controls 
exercised  by  the  Department  of  Commerce  over  direct  exports  from 
the  laiited  States  to  P^astern  Europe  and  the  U.S.S.R.  These  regula- 
tions prohibit,  unless  licensed,  the  purchase  or  sale  or  the  arranging  of 
the  purchase  or  sale  of  strategic  merchandise  located  outside  the 
Ignited  States  for  ultimate  deliverv  to  communist  countries  of  Eastern 
Europe,  the  U.S.S.R.,  mainland  China,  Xorth  Korea,  and  North  Viet- 
nam. The  prohibitions  apply  not  only  to  domestic  American  com- 
panies but  also  to  foreign  firms  owned  or  controlled  by  persons  within 
the  United  States(During  fiscal  1971.  these  regulations  were  amended 
by  the  issuance  orTaT general  license  permit|ing  sales  of  these  com- 
moditieg  to  countries  other  thanTtlie  People's  Republic  of  China,  North 
Korea'',t;^^North  Vietnam,  or  Tibet,  providing  shipment  is  made  from 
and  liceiised  by  a  COCOM  member  country.   (COCOM  is  a  NATO  _, 

entity.)'  During  fiscal  1972,  this  general  license  was  amended  to  remove  ^ 

the  People's  Republic  of  China  from  the  above  exception.  '- 

The  administration  of  assets  remaining  blocked  under  the  World 
War  II  Foreign  Funds  Control  Regulations  was  continued, without 
change.'^These  regulation^ '^pply  to  assets  blocked  under  Executive  f 
Order  8389,  as  amended,  of  Ulnngary,'  Czechoslovakia,  Estonia, 
Latvia,  Lithuania,  East  Germany,  and  nationals  thereof  who  were, 
on  CTanuary  1,  1945,  in  Hungary,  or  on  December  7,  19Jr5,  in  Czecli- 
oslovalvia,  or  on  December  81, 1946,  in  East  Germany. 

The  Rhodesian  Sanctions  Regulations  are  also  administered  by  the 
Office  of  Foreign  Assets  Control.  These  regulations  were  issued  under 
Executive  Oi'der  11419  of  July  29,  1968,  which  broadened  the  manda- 
tory economic  sanctions  against  Southern  Rhodesia  which  had  been 
voted  by  the  Ignited  Nations  Security  Council  with  U.S.  support.  Dur- 
ing fiscal  1972,  the  re^j^Tilations  were  administered  without  change 
except  for  the  issuance  of  a  general  license  to  implement  the  provi- 
sions of  section  508  of  the  Military  Procurement  Act  of  1971.  This 
general  license  authorizes  imports  of  certain  strategic  and  critical 
materials  from  Southern  Rhodesia. 

'Under  the  Foreign  Assets  Control  and  the  Transaction  Control 
Regulations,  the  number  of  specific  license  applications  received  (in- 
cluding applications  reopened)  during  fiscal  year  ending  June  30, 
1972,  was  299.  During  that  period,  848  applications  were  acted  on. 

Under  the  Cuban  Assets  Control  Regulations,  392  applications  for 
licenses  were  received  (including  applications  reopened)  during  the 
fiscal  year,  and  897  applications  were  acted  on.  Comparable  figures 
underthe  Foreiirn  Funds  Conti'ol  Regulations  were  243  applications 
received  and  240  acted  on.  Under  the  Rhodesian  Sanctions  Regula- 
tions, 276  applications  were  received  and  275  acted  on. 

Certain  broad  categories  of  transactions  are  authorized  by  general 
licenses  set  forth  in  the  remilations,  and  such  transactions  mav  be 
engaged  in  by  intei-ested  parties  without  the  need  for  securing  specific 
licenses. 

During  fiscal  1972,  ci-iminal  case  actions  by  the  Department  of  Jus- 
tice involving  violations  of  the  regulations  administered  by  this  Office 
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resulted  in  convictions  in  five  cases  and  (a)  court  fines  totallins;  $4,500, 
(b)  forfeiture  of  merchandise  valued  at  $124,887.  and  (c)  civil  pen- 
alties of  $5,000.  Durin<r  this  period,  the  total  value  of  merchandise 
forfeited  was  $249,846.  the  total  amount  of  seizures  was  $50,787,  and 
the  total  amount  of  penalties  collected  was  $6.3.890. 

Internal  Revenue  Service ' 

The  Internal  Revenue  Service  administers  the  internal  revenue  laws 
embodied  in  the  Internal  Revenue  Code  (title  26  U.S.C.)  and  certain 
other  statutes,  includino;  the  Federal  Alcohol  Administration  Act  (27 
U.S.C.  201-212),  the  Liquor  Enforcement  Act  of  1936  (18  TT.S.C. 
1261,  1262.  3615).  the  Gun  Control  Act  of  1968  (18  U.S.C.  chapter 
44  and  as  amended  in  1970),  and  Title  VII  of  the  Omnibus  Crime 
Control  and  Safe  Streets  Act  of  1968  (18  U.S.C.  1201-1203). 

The  Internal  Revenue  Service's  mission  is  to  encourage  and  achieve 
the  hio;hest  possible  decree  of  voluntary  compliance  with  the  tax  laws 
and  regulations  and  to  maintain  the  highest  degree  of  public  confi- 
dence in  the  integrity  and  efficiency  of  the  Service.  This  includes 
communicating  the  requirements  of  the  law  to  the  public,  determining 
the  extent  of  compliance  and  causes  of  noncompliance,  and  doing  all 
things  feasible  to  a  proper  enforcement  of  the  law. 

Financial  Management  Activities 

The  Service's  fiscal  1972  budget  totaled  $1.1  billion  and  provided 
for  an  employment  level  of  close  to  73,000.  The  budget  amounts  to 
about  one-half  of  1  percent  of  tax  collections. 

A  number  of  developments  brought  financial  changes  to  the  Service. 
Late  in  fiscal  1971,  the  Secretary  of  the  Treasury  approved  changes 
in  the  IRS  organization  that  resulted  in  a  newdy  designated  appro- 
priation: "Accounts,  Collection  and  Taxpayer  Service"  (ACTS). 
This  alignment  was  formed  by  joining  the  revenue  accounting  and 
returns  processing  functions,  formerly  a  separate  appropriation,  with 
the  collection  activity  and  an  expanded  taxpayer  service  program. 
Another  change  Avas  the  establishment  of  the  Alcohol,  Tobacco,  and 
Firearms  Division  as  a  separate  bureau  within  Treasurv  effective 
July  1,  1972.  This  moved  4,000  man-years  and  $73.7  million" from  IRS 
appropriations. 

Another  development  involved  the  ne»v  responsibilities  assigned 
under  the  economic  stabilization  program.  Beginning  with  Phase  I, 
the  Service  mobilized  personnel  in  over  350  offices  around  the  country 
to  answer  questions  and  check  complaints.  The  Service  applied  about 
425  man-years  and  $5  million  to  the  90-day  Phase  I  effoi-t.  The  more 
extensive  Phase  II  program  called  for  a  complete  financial  plan  and  a 
more  permanent  organization  for  stabilization  activities.  To  handle 
Phase  II,  the  Service  retained  about  3,000  jobs  and  about  $34  million 
through  exemption  from  the  5-percent  emi)loyment  cutback  a^iplied 
during  the  veai-  to  all  (Tovernment  agencies. 


1  Additional  information  will  bo  found  in  the  separato  "Annual  Report  of  the  Commis- 
sioner of  Internal  Revenue." 
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The  year  ended  with  the  Service  spending  99.3  percent  of  its  total 
authorization  and  leaving  an  unobligated  balance  of  $7.8  million  for 
return  to  the  general  fund. 

Planning  activities 

The  Service's  planning  activities  faced  new  challenges  in  1972  as 
a  result  of  new  legislation  and  necessary  changes  in  procedures  and 
equipment  systems. 

Planning  activities  encompass  complex  subjects  such  as  the  new 
asset  depreciation  range  system,  a  restructuring  of  the  income  tax 
withholding  system,  a  system  for  detecting  unallowable  tax  return 
items  prior  to  audit,  revenue  sharing.  Federal  collection  of  State  in- 
come taxes,  and  full  use  of  information  documents  to  check  delin- 
quencies and  income  reporting.  Service  personnel  conducted  other 
projects  to  update  the  technology  and  capabilities  of  the  Service's 
automatic  data  processing  system  and  to  support  other  essential  pro- 
grams of  the  Service. 

Office  of  Industrial  Economics. — The  Service  organized  an  Office 
of  Industrial  Economics  as  a  division  of  its  Planning  and  Research 
activities  early  in  fiscal  1972.  The  new  Office  is  responsible  for  recom- 
mending changes  in  definitions  of  asset  guideline  classes  and  in  the 
associated  depreciation  and  repair  norms  necessary  to  the  new  "class 
life  depreciation  range  system."  It  is  staffed  by  economists  and  engi- 
neers who  formulate  plans  for  collection  and  analysis  of  tax  return 
data  and  collect  information  from  trade  sources  to  serve  as  a  basis 
for  elaborating  the  application  of  the  class  life  system  to  various  types 
of  real  and  personal  property,  particularly  computers,  and  to  such 
varied  activities  as  shipbuilding,  communications,  commercial  fish- 
eries, and  animal  husbandry.  From  these  findings  they  recommend 
new  classes  and  revision  of  existing  asset  classes  and  their  deprecia- 
tion and  repair  guidelines. 

Taxpayers  may  use  the  class  life  system  to  determine  allowances 
for  depreciation  of  property  for  which  the  Secretary  of  the  Treasury 
establishes  guideline  classes  provided  they  adhere  to  prescribed  ac- 
counting and  reporting  rules.  Taxpayers  electing  the  class  life  system 
may  also  elect  to  use  a  guideline  repair  allowance  rule  for  determining 
repair  and  maintenance  expense. 

Federal  collection  of  State  individual  income  taxes. — The  Congress 
is  considering  legislation  to  authorize  the  Service  to  collect  and  ad- 
minister State  individual  income  taxes.  A  State  would  have  to  conform 
its  individual  income  tax  law  closely  to  the  Federal  law  before  agree- 
ments could  be  made  so  that  taxpayers  could  readily  compute  their 
State  income  tax  liabilities  in  connection  with  their  Federal  tax  re- 
turns. Under  the  proposed  legislation,  Federal  administrative  and 
judicial  procedures  would  apply  to  the  collection  of  State  income  tax. 
The  Service  would  collect  State  withholding  and  estimated  taxes  under 
the  same  procedures  applicable  to  Federal  taxes.  Implementing  this 
legislation  would  involve  redesign  of  the  Service's  systems  and  proce- 
dures— including  modifications  in  tax  forms,  instructions,  regulations, 
internal  operating  procedures,  and  master  file  systems. 

Total  information  document  utilization  program.— K  plan  for  a 
wage  and  other  income  information  tape  file  will  incorporate  all  usable 
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information  documents  as  a  base  for  conducting  more  effective  income 
and  employment  tax  enforcement  prooframs.  This  should  increase  tax- 
payer compliance  by  pinpointinp:  delinquent  return  leads  and  assuring 
that  payers  and  payees  have  properly  reported  all  income  and  with- 
held taxes. 

Techrtual  refereiiee  information  (TRI). — The  Service  tested  an 
automat<?d  technical  reference  system  this  year.  Computers  stored 
information  from  the  U.S.  Code,  the  Cumulative  Bulletin,  Index 
Digest  supplements,  and  selected  court  decisions.  Attorneys  and  tech- 
nical personnel  at  the  National  Office  and  the  Cincinnati  District 
searched  this  data  base  via  remote  terminals.  T'seis  input  key  words  or 
phrases  and  the  terminals  display  relevant  citations  abstracts,  or  text. 

Remittance  processiiif,  ystem  (EPS). — Researchers  began  a  pro- 
gram to  modernize  the  depositing,  clearing,  and  crediting  of  taxpayers' 
checks  throusfh  an  automated  rr^niittance  processing  system. 

Under  EPS  the  computer  signals  the  operator  to  inseit  the  tax- 
payer's check  into  the  system  after  a  taxpayer's  identification  and  re- 
mittance amounts  are  verified.  The  check  is  then  guided  past  print 
stations  which  automaticallv  encode  it  with  the  remittance  amount  and 
endorse  it,  leaving  a  complete  audit  trail  printed  on  the  reverse  side. 
The  operator  then  places  the  accompanying  document,  such  as  a  re- 
turn or  bill,  into  the  numbering  station  for  imprinting  with  the  docu- 
ment number  and  remittance  amount.  AVhile  these  operations  are 
carried  out  the  transaction  is  recorded  on  a  remittance  register. 

The  new  system  permits  rapid  posting  of  credits  to  tax  account  files 
and  facilitates  payment  tracers. 

Federal-State  cooperation. — The  Service  expanded  programs  for 
Federal-State  cooperation  in  tax  administration  in  1972.  Tax  admin- 
istrators in  43  States  and  the  District  of  Columbia  and  Puerto  Rico 
now  receive  uniform  data  on  magnetic  tape  from  the  Service's  individ- 
ual master  file.  Only  32  States  received  data  the  preceding  year.  The 
Service  has  now  entered  into  agreements  for  exchange  of  information 
with  all  States,  except  Nevada  and  Texas,  plus  the  District  of  Colum- 
bia and  Puerto  Rico. 

Enforcement  operatioris  in  hazardous  duty  areas. — The  Service 
initiated  a  study  of  the  hazards  to  enfoi-cement  personnel  working  in 
inner  city  areas  with  a  high  incidence  of  violent  crime.  The  exclusive 
use  of  office  audit  techniques  for  returns  from  these  areas  and  im- 
proved coordination  of  account  collection  activities  are  majoi-  areas  of 
the  study. 

Significant  developments  fo?'  the  tax  models  in  1972. — The  use  of 
a  larger  computer  with  a  standard  programming  language  for  process- 
ing tax  files  meant  more  flexibility  and  greater  speed  and  production 
capacity  in  tax  model  operations. 

Researchers  developed  the  tax  models  9  years  ago  to  determine  esti- 
mates of  the  revenue  effect  of  proposed  tax  legislation.  P^ach  model 
consists  of  the  application  of  generalized  computer  pi'ograms  to  spe- 
cially formatted  data  files  made  up  of  samples  of  taxpayer  records. 
Since  inception,  they  have  been  valuable  tools  foi-  fiscal,  administi-ative', 
and  economic  planning. 

Uses  of  tax  model  tabidations  can  be  shown  by  refei'ence  to  the 
Revenue  Act  of  1971.  In  advance  of  the  legislation,  researchers  devel- 
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oped  statistical  tables  to  simulate  the  revenue  effects  of  proposed 
changes  in  personal  deductions  and  exemptions  for  individuals  and  the 
effect  of  the  proposed  restoration  of  the  investment  credit  provisions. 

Informing  and  assisting  taxpayers 

The  public  affairs  program  on  taxes. — Effective  communication 
with  taxpayers  is  essential  to  maintain  a  favorable  attitude  toward 
voluntary  compliance.  The  Public  Affairs  Division  is  concerned  with 
disseminating  tax  information  to  taxpayers  through  the  use  of  mass 
media  and  advising  management  on  matters  of  public  import.  To  ac- 
complish these  objectives,  public  information  pi-ograms  are  employed 
using  every  segment  of  the  mass  communications  media. 

The  IRS  National  Office  furnished  numerous  taxpayer  information 
material  (TIM)  items  covering  tax  law  requirements  to  all  field  offices 
prior  to,  and  during,  the  income  tax  filing  period.  The  TIM  series  con- 
tains advice  to  taxpayers  which  field  office  representatives  placed 
with  local  newspaper,  radio,  and  television  outlets.  This  year  the  Serv- 
ice provided  a  once-a-week  tax  column  ("Taxpayers  Ask  IRS")  to 
1,508  daily  newspapers  and  5,986  weekly  newspapers.  It  also  fur- 
nished TIM  spot  announcements  to  4,750  radio  stations.  Some  765  tele- 
vision stations  carried  IRS  film  spots.  More  than  360  television  sta- 
tions carried  a  30-minute  TIM  film  providing,  in  dramatic  form,  tax 
hints  for  the  public.  As  a  public  service,  motion  picture  theaters  across 
the  country  ran  a  shortened  version  of  the  film  for  patrons. 

In  addition  to  the  TIM  items,  the  National  Office  issued  135  general 
information  news  releases  and  91  technical  information  releases  di- 
rectly to  the  mass  media.  The  Service  also  responded  to  over  70,000 
media  inquiries  on  tax  matters. 

The  Revenue  Act  of  1971  provided  for  increased  withholding  rates 
to  eliminate  substantial  underwithholding  experienced  by  some  tax- 
payers in  1971.  In  some  situations  the  new  rates  would  cause  too  much 
tax  to  be  withheld  from  the  paychecks  of  many  taxpayers.  To  meet 
this  problem,  the  Service  conducted  a  continuing  program  to  inform 
taxpayers  about  tlie  latest  change  in  the  tables  and  to  explain  the 
actions  a  taxpayer  could  take  to  prevent  excessive  withholding.  The 
Service  prepared  releases  and  articles  for,  and  arranged  interviews 
with,  representatives  of  wire  services,  national  magazines,  and  news- 
letters to  explain  the  new  withholding  rates  and  call  attention  to  the 
provisions  available  to  taxpayers  to  avoid  excessive  witliholding. 
Nearly  900  television  stations  and  the  networks  carried  two  television 
spot  announcements  on  witliholding,  and  Service  offices  distributed 
four  radio  spots  to  nearly  5.000  radio  stations. 

For  the  first  time,  the  Service  began  a  program  of  providing  tax  in- 
formation in  Spanish  since  Spanish-speaking  taxpayers  comprise  the 
largest  non-English-speaking  group  in  the  United  States.  Through 
press  conferences  the  Service  announced  the  publication  of  a  new 
Spanish  language  guidebook  for  individual  taxpayers,  based  on  the 
pamphlet  "Your  Federal  Income  Tax.''  The  Service  ari-anged  to 
translate  selected  TIM  items  into  Spanish  for  release  to  newspapers, 
radio,  and  television.  Spanish-speaking  Service  personnel  appeared 
on  radio  and  television  programs  in  the  large  metropolitan  areas  to 
broadcast  tax  information. 
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To  assist  taxpayers  in  the  East  and  Northwest  who  suffered  severe 
losses  due  to  flood  and  wind  damage  h\te  in  the  fiscal  year.  Congress 
amended  the  tax  law  to  allow  an  extension  of  time  to  file  amended  1971 
tax  returns  so  they  could  deduct  casualty  losses  sustained  during  the 
first  half  of  1972.  Field  offices  in  the  affected  areas  conducted  infor- 
mation campaigns  appropriate  to  their  localities.  The  National  Office 
answered  press  and  taxpayer  inquiries  on  the  changes  in  the  law  and 
issued  news  releases  advising  taxpayers  in  the  disaster  areas  that  they 
could  file  amended  1971  tax  returns. 

The  public  affairs  froqraTn  on  the  economic  stabilization  'program. — 
The  Service  issued  or  distributed  1,367  news  releases  covering  regula- 
tions and  other  information  on  the  economic  stabilization  ))rogram. 
Service  information  officers  responded  to  11,001:  media  incjuiries  and 
participated  in  58  news  conferences,  784  radio  programs,  and  4(56  tele- 
vision programs.  They  provided  speakers  for  2,9-38  meetings  of  busi- 
ness associations  and  other  groups.  A  weekly  economic  stabilization 
question  and  answer  column  furnished  information  to  the  public 
through  8,000  daily  and  weekly  newspapers. 

Taxpayer  Serince  program. — The  Service  is  committed  to  increasing 
assistance  to  taxpayers  and  to  reducing  the  tax  filing  burden  through 
improved  forms  and  instructions.  The  Service  has  elevated  taxpayer 
service  activity  to  division  status.  The  new  division  has  embarked  on  a 
number  of  projects  and  studies  to  ensure  effective  response  to  the  needs 
of  taxpayers.  The  Training  Division,  with  the  Taxpayer  Service  Di- 
vision, developed  improved  training  courses  for  taxpayer  service  rep- 
resentatives to  help  ensure  Service  capability  for  providing  quality 
services  to  the  taxpaying  public. 

In  1972,  taxpayers  made  an  unprecedented  41  million  contacts  with 
the  Service  for  information  and  assistance.  Service  personnel  an- 
swered 19  million  telephone  inquiries.  About  9  million  taxpayers  visited 
Service  offices  for  help,  and  almost  300,000  more  asked  for  and  received 
help  by  correspondence  with  district  offices.  An  estimated  13  million  ob- 
tained help  through  various  taxpayer  education  programs  and  count- 
less others  through  free  tax  publications. 

The  Service  provides  access  to  its  facilities  and  early  resolution  of 
taxpayer  inquiries  through  a  variety  of  methods.  Centiphone,  a  sys- 
tem of  toll-free  lines  to  Service  offices,  is  available  to  tax})ayers  in  27 
States.  Centiphone  is  a  term  meaning  "centralized  taxpayer  informa- 
tion by  telephone."  The  system  provides  information  and  assistance  to 
taxpayers  at  a  local-call  rate,  regardless  of  where  the  taxpayer  lives. 

Before  Centiphone,  approximately  one  of  every  three  taxpayers  was 
isolated  from  adequate  IRS  assistance.  Some  had  to  pav  a  long  dis- 
tance telephone  toll,  write  a  letter,  or  travel  out  of  town  to  contact  a 
Service  office.  Others  had  local  access  only  to  small  offices  staff'ed  by 
technical  pereonnel  whose  primary  duties  involved  collection  of  de- 
linquent taxes  or  the  audit  of  returns.  Under  Centiphone,  all  taxpayers 
in  a  State  have  local-call  access  to  groups  of  taxpayer  service  repre- 
sentatives who  are  specially  trained  to  aid  citizens  in  solving  tax 
problems. 

As  the  end-of-filing-season  rush  took  place,  the  Service  increased 
assistance  both  as  to  locations  and  hours  of  availabilitv  to  protect  tax- 
payers against  unscrupulous  returns  preparers  (see  p.  139) .  More  than 
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500,000  taxpayers  received  assistance  during  the  last  6  days  of  the  filing 
period.  The  Service  is  developing  plans  to  continue  the  expanded 
assistance  programs  in  future  filing  seasons. 

Taxpayer  education  grows  in  imjjortance. — This  year  more  than  13 
million  taxpayers  received  assistance  through  various  Service  spon- 
sored taxpayer  education  programs. 

''Teaching  Taxes,"  the  largest  Service  taxpayer  education  program, 
provided  materials  and  instruction  to  4.1  million  students  in  23,000 
t^condary  schools.  It  is  designed  for  high  school  juniors  and  seniors 
und  teaches  students  to  prepare  accurate  tax  returns. 

The  general,  farm,  and  military  tax  practitioner  institute  pro^ji^ams 
provided  training  to  54,000  participants  who  assisted  nearly  8  million 
taxpayers.  The  volunteer  income  tax  assistance  (VITA)  program  pro- 
vided training  to  volunteers  who  assisted  300,000  low-income  and  other 
disadvantaged  taxpayers  such  as  those  with  language  problems,  the 
blind,  and  the  deaf.  VITA  is  a  self -instructional  program  in  which 
employees  volunteer  to  train  people  from  the  community  to  assist  dis- 
advantaged taxpayers  in  preparing  their  returns.  Through  VITA, 
members  of  diverse  organizations  such  as  community  action  groups, 
churches,  colleges,  and  retirement  organizations  assist  taxpayers  in 
community  centers,  Indian  reservations,  churches,  store-fronts,  hos- 
pitals, and  elsewhere.  Also  as  part  of  the  VITA  program,  the  Institutes 
of  Lifetime  Learning  coordinated  with  the  Service  in  providing  assist- 
ance to  53,000  elderly  and  retired  taxpayers  in  317  cities.  Other  national 
organizations  will  be  contacted  next  year  to  develop  similar  programs 
for  their  groups. 

The  teaching  business  taxes  program  is  carried  out  in  junior  colleges, 
colleges,  and  universities.  Fourteen  thousand  business,  economics,  and 
accounting  students  received  instruction  in  preparing  tax  forms  used 
in  small  businesses  and  corporations. 

Regulations  program 

To  provide  clarity  and  uniformity  in  implementing  the  Internal 
Revenue  Code,  Congress  authorized  the  Secretary  of  the  Treasury  or 
his  delegate  to  prescribe  regulations.  These  regulations  provide  guide- 
lines to  Service  personnel  and  the  public  to  minimize  administrative 
discretion  and  encourage  uniformity  in  application  of  the  taxing 
statutes. 

The  Chief  Counsel's  Office  issues  proposed  regulations  through  pub- 
lication of  the  complete  text  in  a  notice  of  proposed  rulemaking.  Notices 
invite  written  comments  on  the  proposed  regulations  and  inform  the 
public  of  its  right  to  request  a  hearing.  The  usual  period  provided  for 
written  conunents  and  requests  for  a  public  hearing  is  30  days.  After 
considering  comments  and  suggestions,  the  proposed  regulations  are 
revised  as  necessary,  and  a  Treasury  decision  is  prepared  and  published 
in  the  Federal  Register.  These  regulations  have  the  force  and  effect 
of  law. 

The  Tax  Reform  Act  of  1969  required  179  regvilations  projects.  The 
Service  also  undertook  36  projects  to  clarify  changes  made  by  the 
Revenue  Act  of  1971.  The  following  publications  appeared  in  the 
Federal  Register  on  projects  associated  with  the  Tax  Reform  Act  of 
1969 :  22  Treasury  decisions  containing  final  regulations,  three  Treas- 
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iiry  decisions  coiitainin<i-  t(Mii))orni\v  retjulatioiis.  juid  30  notices  .of  pro- 
Dosed  rulemakinc;.  These  publications  covered  sucli  topics  as  income 
averairinii',  capital  losses,  multiple  coi-pofations,  charitable  remainder 
trusts,  and  reserves  for  losses  on  nnitual  sa\in,<rs  banks.  The  followinir 
publications  appeared  in  the  Federal  Keoister  on  projects  associated 
with  the  Revenue  Act  of  1971 :  Four  Treasury  decisions  containinfj 
tem))orarv  reauhitions  and  three  notices  of  i^roposed  ndenuikin^.  These 
publications  dealt  with  investment  credit  and  the  treatment  of  cor- 
porations qualified  as  a  Domestic  International  Sales  Cor]ioration.  On 
projects  not  under  the  Tax  Reform  Act  of  190)9  or  the  Revenue  Act 
of  1971,  the  followino;  ])ublications  api:)eai'ed:  24  Treasury  decisions 
containino;  final  reoulati.ons.  four  Treasury  decisions  containino;  tem- 
porary reoulations.  and  22  notices  of  ])i-oposed  ndemakin<r. 

The  Service  juiblishes  official  rulino^s,  procedures,  and  other  sicfnih- 
cant  technical  developments  in  the  Aveekly  Internal  Revenue  Bulletin 
for  the  auidance  of  Service  pei'sonnel,  taxpayers,  and  tax  practitioners. 
Information  ]:)ublished  in  1972  included:  647  revenue  ruliuirs,  o7  reve- 
nue procedures,  14  public  laws  relatinir  to  internal  revenue  matters, 
five  committee  reports,  eifjht  Executive  orders,  two  tax  conventions,  70 
Treasury  decisions  containin<r  new  or  amended  re<xulations,  11  deleo;a- 
tion  orders,  six  notices  of  suspension  and  disbarment  from  practice 
before  the  Service,  and  229  announcements  of  general  interest.  Also 
announced  were  72  notices  of  acquiescence  or  nonacquiescence  to  ad- 
vei-se  decisions  of  the  ILS.  Tax  Court.  Contents  of  the  Bulletins  are 
cumulated  semiannually  and  published  in  bound  volumes,  known  as 
Cumulati\c  Bulletins. 

Staff  development 

With  the  growth  in  com]dexity  of  Service  .occupations,  well-desi^ied 
trainino-  ])ro<2:)-ams  have  become  increasingly  important.  ]\fost  Service 
jobs  require  at  least  introductory  specialized  trainino;.  The  Service 
desiiriied  over  300  courses,  ranii-inir  from  clerical  ti'ainino-  to  executive 
development.  Durinc:  the  year,  49,000  em])loyees  enrolled  in  advance 
technical  and  pi-ofessional  skills  coni'ses.  An  additional  3,000  received 
traininof  in  service  center  occu]iations  and  5,500  new  em]iloyeesena;a^.d 
in  basic  skills  training. 

The  Trainincj  Division  restructured  many  prooframs  to  remove 
extraneous  materials  and  shorten  training  time  where  possible.  Typical 
of  redesigned  pro^rrams  is  the  basic  training  course  for  revenue  officers. 
Classroom  time  was  cut  60  houi's  for  each  of  the  nearly  500  revenue 
officers  trained  annually.  This  revision  will  save  some  14  man-years 
and  $3.5  million  annually.  Similar  revisions  are  planned  for  basic 
training  courses  foj-  taxpayer  service  repi-esentatives  and  revenue 
agents. 

Enforcement  activities 

Enfoi-cement  activities  are  directed  toward  assuT-ing  that  tax  liabili- 
ties are  properly  determined  and  paid  according  to  law.  The  ])urpose 
of  these  activities  is  tw^ofold :  First,  to  collect  the  taxes  due,  and  sec- 
ond— and  more  important — to  maintain  general  confidence  in  the 
voluntary  self -assessment  system. 
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To  help  strengthen  the  system,  Commissioner  Walters  ordered  an 
expansion  of  taxpayer  service  programs  in  all  IRS  field  offices  and 
instituted  a  vigorous  crackdown  on  unscrupulous  tax  retui'n  preparers. 
The  Commissioner,  in  public  appearances,  also  expressed  concern  about 
the  disparity  and  inadequacy  of  judicial  sentences  handed  down  in 
tax  fraud  cases,  as  well  as  the  questionable  practice  of  some  societies 
and  commercial  associations  promoting  convention  and  seminar  ex- 
penses as  business  tax  deductions  Avhen  they  were  shallowdy  disguised 
personal  vacations. 

Taac  return  "pre^jarers. — For  some  time  \X\<i  Service  has  been  con- 
cerned with  unscrupulous  tax  return  preparers  and  their  effect  on  the 
taxes  paid  and  on  the  voluntary  self-assessment  system.  Investigations 
had  disclosed  that  some  practitioners  typically  increased  or  created 
deductions,  or  falsified  the  number  of  dependents.  During  the  1972 
filing  period,  the  Service  launched  a  nationwide  program  to  identify 
and  prosecute  unethical  tax  return  preparers. 

The  Service  took  all  positive  steps  it  properly  could  to  warn  tax- 
payers with  respect  to  unscrupulous  preparers.  It  issued  press  releases 
cautioning  taxpayers  to  choose  their  tax  return  preparers  carefully. 
It  announced  that  revenue  agents  would  go  anonymously  to  return 
preparers  with  withholding  slips  and  income  deduction  data  to  have 
tax  returns  prepared.  Of  the  3,200  practitioners  contacted  throughout 
the  Nation,  more  than  1,800  Avere  found  to  have  filed  false  or  otherwise 
improper  returns.  Criminal  actions  have  been  filed  against  practi- 
tioners in  26  States.  Some  480  are  under  prosecution  or  in  process  of 
prosecution,  and  5.5  have  been  convicted  or  have  pleaded  guilty. 

The  Service  will  continue  to  monitor  activities  of  suspected  pre- 
parers and  will  examine  individual  returns  prepared  by  them  as 
necessary. 

The  Service  also  made  a  comprehensive  study  of  the  pending  con- 
gressional bills  and  other  proposals  to  remedy  the  incompetent  and 
unethical  tax  returns  preparer  situation.  It  consulted  professional 
organizations  and  the  leading  commercial  tax  returns  preparing 
companies.  Commissioner  Walters  presented  the  problems  in  detail  at 
a  public  hearing  of  the  Legal  and  ^lonetary  Affairs  Subcommittee  on 
Government  Operations.  Service  proposals  provide : 

1.  Imposing  a  statutory  penalty  of  from  10  to  25  percent  of  the 
deficiency  in  tax  (caused  by  the  preparer)  on  the  preparer  who 
knowingly  understates  income  or  overstates  deductions,  exemp- 
tions, or  credits. 

2.  Authorizing  the  Government  to  apply  to  a  district  court  for  an 
injunction  to  prevent  further  preparation  of  returns  by  pre- 
parers who   consistently   prepare   false   or  deficient   returns. 

3.  Establishing  a  penalty  on  the  preparer  of  approximately  $5 
for  each  return  which  he  fails  to  sign. 

4.  Requiring  each  preparer  to  furnish  an  annual  information 
return  listing  all  of  the  taxpayers  and  their  identification  num- 
bers for  whom  returns  have  been  jirepared. 

The  Service  is  also  considering  model  courses  for  use  by  schools  and 
universities  that  offer  instruction  in  tax  return  preparation. 
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Sentencing  in  tax  evasion  cases. — In  1972,  only  38  percent  of  those 
convicted  in  tax  cases  received  jail  terms.  Comparisons  of  sentencinof 
practices  by  judicial  districts  reflect  wide  disparities. 

Ten  sentences  handed  down  in  the  Eastern  District  of  Michigan 
resulted  in  no  prison  terms.  Four  of  the  cases  involved  additional  taxes 
and  penalties  of  $925,250,  $203,552,  $191,399,  and  $164,664.  During  the 
same  period,  the  court  did  not  order  confinement  for  any  of  the  six 
defendants  convicted  of  tax  evasion  in  the  Central  District  of  Cali- 
fornia. On  the  other  hand,  tax  violators  go  to  jail  in  the  Soutliern  Dis- 
trict of  Texas.  Three  recent  convictions  brought  prison  terms  of  6 
months,  4  years,  and  4  years. 

In  Philadelphia,  Pa.,  courts  ordered  confinement  for  nine  income 
tax  evaders.  They  are :  A  physician  and  former  Public  Health  Director, 
6-month  jail  sentence;  a  prominent  dress  manufacturer,  1-year  prison 
sentence ;  a  major  racketeer,  a  1-year  prison  sentence ;  a  business  execu- 
tive, a  1-year  sentence;  a  restaurant  operator,  100  days  imprison- 
ment ;  a  roofing  contractor,  6  months  imprisonment;  a  voting  machine 
salesman,  6  months  imprisonment;  and  two  others,  60  days  and  4 
months  imprisonment,  respectively.  Some  defendants  also  paid  large 
fines. 

Examination  of  returns. — In  1972,  the  Service  audited  1,695,848  re- 
turns, a  3-percent  increase  from  a  year  ago,  reversing  a  9-year  down- 
trend. These  examinations  resulted  in  i-ecommendations  foi-  assessment 
of  $3,413  billion,  a  record  high.  This  total  includes  $1.2  billion  in 
additional  tax  and  penalties  recommended  under  the  coordinated  ex- 
amination program  of  large  corporations. 

Not  all  examinations  produce  additional  tax.  About  5.1  percent  of 
the  returns  audited  resulted  in  Service-initiated  refunds  to  taxpayere 
of  $251.2  million.  Service  examiners  agreed  with  the  tax  liabilities 
reported  by  taxpayers  on  32  percent  of  the  returns  audited.  This  rec- 
ord low  in  "no-change""  retui'ns  can  be  attributed  to  impiT)ved  methods 
of  selecting  returns  for  audit. 

The  audit  activity  made  great  strides  in  reducing  its  over-age  case 
inventory.  By  the  end  of  the  year,  prior  year  returns  in  inventory  were 
at  the  lowest  level  since  1963. 

Service  Centers  coordinated  several  correspondence  audit  programs 
in  1972.  Service  managers  implemented  the  miallowable  items  piT)- 
gram  in  January  1972  to  coincide  with  the  processing  of  1971  individ- 
ual retui-ns.  This  is  a  low-cost  audit  program  using  computers  to 
contact  taxpayers  about  deductions  which  clearly  are  unallowable  by 
law.  From  January  1  to  June  30,  the  Service  corrected  453,521  returns 
under  this  program,  producing  additional  revenue  of  $24.2  million. 

Exempt  orgamzation  audit  activity. — Exempt  organizations  classi- 
fied as  private  foundations  filed  306,000  returns,  reporting  more  than 
$4.3  million  as  initial  taxes  under  the  excise  tax  provisions  of  the  Tax 
Reform  Act  of  1969. 

The  Service  issued  more  than  23,000  exempt  organization  determi- 
nation letters.  It  witlidrew  advance  avSsurance  of  deductibility  of  con- 
tributions from  45  private  schools  that  failed  to  establish  a  racially 
nondiscriminatory  admissions  policy. 

The  exempt  organization  master  file  (EOMF)  continued  to  grow. 
The  numl)er  of  exempt  oi-ganizations  in  the  file  has  increased  from 
309,000  in  1967  to  535,000  in  1972. 
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Administrative  aj)peals  system. — The  appeals  function  provides  the 
taxpayer  an  opportunity  for  an  early  review  of  his  case  in  an  effort 
to  settle  disputes  promptly,  Avithout  litigation,  on  a  fair  and  impartial 
basis.  The  appeals  function  operates  at  both  district  and  regional  levels 
in  58  district  offices  and  40  regional  appellate  offices.  As  need  arises,  the 
Service  offei-s  conferences  at  other  locations. 

Although  there  are  differences  in  authority  and  jurisdiction,  dis- 
trict and  regional  offices  have  the  same  objective — to  effect  an  early 
disposition  on  a  basis  which  reflects  a  fair  administration  of  the  law. 
The  principal  difference  is  that  regional  api>ellate  offices  may  dispose 
of  cases  by  considering  hazards  of  litigation ;  that  is,  uncertainty  as  to 
outcome  in  the  event  of  trial.  The  Appellate  Division  has  this  au- 
thority in  keeping  with  longstanding  Service  policy  which  favors  ad- 
ministrative settlements  over  protracted  litigation. 

Cases  considered  involved  all  types  of  taxes  except  those  on  alcohol, 
tobacco,  firearms,  narcotics,  and  wagering.  Issues  range  from  the  most 
elementary  to  the  most  complex,  and  deficiencies  in  tax  from  a  few 
dollars  to  many  millions.  In  most  cases  a  mutually  acceptable  basis  for 
resolving  the  dispute  is  reached.  In  the  last  7  years,  the  Service  closed 
over  98  percent  of  disputed  cases  Avithout  trial. 

Proceedings  in  district  and  regional  offices  are  informal  and  the 
taxpayer  may  represent  himself  or  be  represented  by  counsel.  If  the 
Service  does  not  reach  agreement  with  the  taxpayer,  it  infonns  him 
of  his  additional  rights  and  options. 

In  1972,  the  appeals  function  achieved  the  greatest  number  of  case 
disposals  per  conferee  in  history  as  it  closed  52,189  cases  by  agreement. 
About  half  of  the  cases  closed  by  agreement  were  at  the  district  level 
and  half  at  the  regional  level.  Regional  appellate  offices  obtained 
agreements  in  78  percent  of  nondocketed  cases  (those  not  docketed  for 
trial  in  the  Tax  Court). 

Tax  fraud  investigations. — The  Intelligence  Division  identifies  areas 
of  noncompliance  and  investigates  alleged  tax  fraud  under  the  In- 
ternal Eevenue  Code.  The  intelligence  function  employed  over  3,000 
technical  and  clerical  employees  in  1972. 

The  Service  conducted  a  program  to  identify  patterns  of  noncom- 
pliance by  homogeneous  groups  of  taxpayers.  It  focused  attention  on 
widespread  areas  of  noncompliance  to  sw^eep  into  the  tax  system 
groups  not  covered  in  other  programs. 

Surveys  or  compliance  checks  covered  more  than  250  professions, 
occupations,  businesses,  industries,  and  income  information  sources. 
Among  pockets  of  noncompliance  located  are  subcontractors  in  the 
construction  industry,  area  managers  in  the  direct  selling  industry, 
insurance  salesmen,  recipients  of  land  condemnation  awards,  attorneys, 
and  persons  liable  for  highway  use  taxes.  Criminal  sanctions  are  rec- 
ommended in  cases  in  which  evidence  of  tax  evasion  is  discovered. 

Tax  fraud  investigations,  indietments,  and  convictions. — The  Service 
carried  out  8,882  fraud  investigations  and  recommended  prosecution  in 
a  record  high  of  1,777  cases.  Selecting  the  investigation  caseload  in- 
volved screening  and  evaluating  more  than  132,000  allegations  of 
fraud. 

Grand  juries  indicted  1,074  defendants  in  tax  fraud  cases;  722  de- 
fendants pleaded  guilty;  courts  convicted  113  defendants  after  trial, 
acquitted  39,  and  dismissed  charges  against  137  defendants. 
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In  the  or<ranized  crime  area.  Service  activity  in  the  strike  force  pro- 
gram established  new  records  in  criminal  and  civil  enforcement. 

The  war  against  drug  abu-se.—In  Jnne  1971.  the  President  called 
for  an  increased  effort  to  combat  druo;  abnse.  The  Service  set  up  a 
special  program  to  conduct  tax  investigations  on  key  fignres  engaged 
in  narcotics  traffic.  The  objectives  are  to  prosecnte  those  who  commit 
criminal  tax  violations  and  to  reduce  profits  from  illicit  drug  traffic 
by  assessing  taxes  and  penalties  on  unreported  income.  The  Service 
committed  189  revenue  agents,  268  special  agents,  and  110  clerical 
support  personnel  to  the  f)roject. 

A  target  selection  committee  establishes  criteria  and  identifies  sub- 
jects for  investigation.  It  is  composed  of  the  Director  of  Law  Enforce- 
ment as  chairman  with  one  member  each  from  the  Bureau  of  Customs, 
the  Bureau  of  Narcotics  and  Dangei-ous  Drugs,  and  the  Audit  and 
Intelligence  Divisions  of  the  Internal  Eevenue  Service.  They  selected 
697  targets  in  49  districts  for  joint  investigation  and  94  for  inde- 
pendent audit.  The  success  of  the  program  is  evident  from  results  that 
already  include  seven  convictions  and  $4?)  million  in  recommended  tax 
deficiencies.  In  addition.  Service  offices  issued  immediate  assessments 
(terminations  of  taxable  years  and  jeopardy  assessments)  amounting 
to  $49.9  million.  Agents  seized  $7.2  million  in  cash  and  $1.3  million  in 
other  property  after  the  Sr'pontaneous  assessments.  The  largest  seizure 
occurred  in  Xew  York  on  April  29,  1972,  when  agents  discovered  and 
seized  $1,078,100  at  the  home  of  a  convicted  heroin  dealer. 

CoJleetion  of  delinqupnt  accounts. — Delinquent  accounts  dropped 
in  1972  despite  continued  growth  in  population  and  taxable  income. 
The  decline  was  aided  by  :  (1)  Increased  use  of  the  automatic  data 
processing  system  to  help  collect  taxes,  (2)  the  impact  of  recent  tax 
legislation  which  removed  many  low-income  taxpayers  from  the  tax 
rolls,  and  (8)  some  easing  in  economic  conditions.  The  Service  estab- 
lished 2.6  million  delinquent  accounts,  202,000  (7.2  percent)  fewer 
than  last  year.  The  amount  of  delinquent  tax  also  dropped  by  $298 
million  to  $3.2  billion. 

The  Service  dis]iosed  of  2.7  million  delinquent  accounts  or  138,000 
fewer  than  in  1971.  The  decrease  is  due  in  part  to  the  decline  in  the 
number  of  new  delinquencies  and  the  lower  dollar  value  of  these 
accounts.  Delinquent  taxes  collected  amounted  to  $2.2  billion,  which 
is  $265  million  below  1971. 

Del'mqiient  retumn  semtred. — Most  taxpayers  file  tax  returns  re- 
flecting their  correct  tax  liabilities.  The  Service  makes  every  effort  to 
uncover  situations  where  some  fail  to  file  required  returns  so  that 
confidence  of  the  conscientious  taxpayer  in  the  self -assessment  system 
will  remain  at  a  hiirh  level.  Intense  enforcement  efforts  in  this  fiscal 
year  produced  757.000  delinquent  returns,  an  increase  of  22,000  over 
the  preceding  year.  Assessed  tax,  penalties,  and  interest  on  delinquent 
accounts  totalled  $381  million. 

End  of  an  era  of  regulatorg  operatwn.s. — The  Internal  Revenue 
Service's  responsibility  for  regulation  of  the  alcohol  and  tobacco 
industries  ended  at  the  close  of  fiscal  1972  after  110  years.  This 
responsibility  was  transferred  to  a  new  Bureau  of  Alcohol,  Tobacco 
and  Firearms  which  reports  to  the  Assistant  Secretary  of  the  Treasury 
for  Enforcement,  Tariff  and  Trade  Affairs,  and  Operations. 
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Liquor  law  e7if orcefyient.— Extensive,  use  of  manpower  to  meet  the 
enforcement  and  regulatory  responsibilities  associated  with  firearms 
and  explosives  programs  has  had  an  impact  on  illicit  liquor  investi- 
gations. This  year  the  Service  used  only  29.4  percent  of  the  investiga- 
tor force  for  liquor  law  enforcement. 

Illicit  distillery  seizures  for  1972  totalled  2,090,  compared  to  2,272 
seized  in  1971.  Similar  declines  were  evident  in  seizures  of  mash  and 
untaxpaid  spirits. 

Most  of  the  Nation's  illicit  distilleries  operate  in  the  Southeast  Re- 
gion and  portions  of  the  Central  and  Southwest  Regions.  "Operation 
Dry-up,"  a  program  employing  a  heavy  concentration  of  Federal  offi- 
cers in  three  States  of  tlie  Southeast  Region,  continues  to  curb  non- 
taxpaid  whiskey  traffic.  This,  along  with  stringent  sentences  in  some 
judicial  districts,  has  reduced  the  number  of  persons  deriving  income 
from  unregistered  distilleries. 

Firearms  licemes  and  permits.— 1\\  1972,  Service  investigators 
made  34,292  license  applications  investigations  and  33,142  compli- 
ance investigations,  compared  to  20,088  applications  investigations 
and  23,684  compliance  investigations  in  1971. 

Firearms  investigations  produced  3,441  criminal  cases,  arrests  of 
2,507  violators,  and  the  seizure  of  7,142  firearms.  These  figures  com- 
pared with  2,785  criminal  cases,  2,223  violators  arrested,  and  7,995 
firearms  seized  in  1971.  Investigations  of  the  activities  of  licensed  gun 
dealers  disclosed  3,143  purchasers  of  firearms  who  had  criminal  rec- 
ords, used  fictitious  names,  or  furnished  other  false  information  in 
purchasing  firearms. 

Economic  stabilization  activities 

On  August  15,  1971,  President  Nixon  announced  a  90-day  freeze 
on  most  prices,  wages,  and  rents.^  The  President's  Executive  order 
created  the  Cost  of  Living  Council  as  a  major  policymaking  body.^ 
Simultaneously,  the  Office  of  Emergency  Preparedness  (OEP)  was 
delegated  the  resi^onsibility  to  implement,  administer,  and  enforce 
the  economic  stabilization  program. 

On  August  19,  OEP  redelegated  responsibility  to  the  IRS  for  local 
service  and  compliance  centers  to  provide  information  to  the  public, 
investigate  complaints,  and  monitor  compliance. 

Because  of  the  minimum  of  advance  notice  about  its  new  responsi- 
bility, the  Service  had  little  time  for  planning  programs  to  handle 
the  volume  of  inquiries  and  investigations  that  quickly  followed. 

Imiovation  was  the  rule  since  no  precedent  body  of  knowledge,  ex- 
perience, or  procedures  existed.  The  first  week  of  operation  brought 
120,000  inquiries  and  more  than  4,000  complaints  of  violation. 

On  November  14,  1971,  Phase  TI  emerged  as  an  ongoing  operation. 
To  discharge  its  new  responsibility,  the  Service  established  and  staffed 
an  Office  of  Assistant  Commissioner  (Stabilization)  and  counter- 
parts at  regional  and  district  offices.  Within  this  organization,  sendee 
and  enforcement  is  provide<:l  at  each  of  the  58  district  offices  and  at 
302  local  offices. 


1  See  exhibit  14. 
3  See  exhibit  15. 
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Field  personnel  answered  2,320,358  oral  inquiries  and  102,324  writ- 
ten inquiries  from  No\ember  15,  1971,  to  June  30,  1972.  A  section  in 
the  National  Office  responded  to  14,083  special  executive,  policy  board, 
confi^ressional,  and  public  inquiries. 

The  Service  develops  nionitorinor  techniques  and  sidelines  after 
makino;  surveys  of  industries  and  testino;  procedures  in  firms  repre- 
senting a  particular  se<rment  of  industiT.  Full-scale  monitorino:  in- 
vestiofations  span  the  textile,  ferrous  metals,  lumber  and  paper,  whole- 
sale meat  packer,  meat  retailer,  and  the  machineiy  and  equipment 
manufacturing  industries  and  institutional  health  providers  and  pro- 
fessional service  finns.  From  January  1,  1972,  to  June  30,  1972,  the 
Service  performed  426  investio^ations  of  lar^e  finns  and  completed 
ooniDliance  checks  on  Price  Commission  roll-back  or  refund  orders. 

When  reo^ilations  create  extreme  hardship  or  gross  inequity,  ex- 
ceptions and  exemptions  provide  relief.  An  exception  is  a  waiver  of 
one  as]^ect  of  the  reofvilations  for  a  specific  firm  or  individual.  An 
exemption  is  a  general  waiver  from  the  regulations  for  certain  classes 
of  property. 

In  March  1972,  the  Pay  Board  delegated  authority  to  the  Ser^'ice 
to  approve  or  deny  exceptions  for  Avage  and  salary-  adjustments.  This 
affected  employee  units  of  fewer  than  1,000  persons  and  shortened 
the  time  for  a  citizen  to  receive  an  answer  to  his  request  for  a  pay  ex- 
ception. The  Service  processed  over  10,000  requests  for  pay  exceptions 
by  the  end  of  the  fiscal  year. 

In  May  1972,  the  Price  Commission  delegated  authority  for  excep- 
tions in  all  rent  and  price  cases  involving  firms  with  annual  sales  or 
revenues  of  $50  million  or  less.  The  Service  processed  over  10,000 
requests  for  exceptions  to  the  price  regulations. 

Decisions  on  interjoretations  and  requests  for  exception  or  exemp- 
tion may  be  a]>]^ealed.  The  Seryice  issues  a  formal  notice  when  an 
appeal  is  denied.  The  appellant  may  then  appeal  to  the  Cost  of  Living 
Council,  the  Pay  Board,  or  the  Price  Commission. 

More  than  2,557  a.ppeals  had  arisen  by  June  30,  1972.  The  majority 
were  resolved  at  the  district  level  with  few  reversals. 

The  Service  works  ^ith  the  Justice  Department  in  developing  liti- 
gation cases.  Stabilization  investigators  frequently  contact  assistant 
T'.S.  attorneys  to  ensure  that  cases  are  accurately  documented.  No- 
tices of  violation  are  issued  only  after  the  cases  are  reviewed  by  the 
Department  of  Justice. 

The  number  of  consinner  complaints  grow  to  105,000  by  June  30, 
1972.  The  Service  issued  1,615  notices  of  violation  in  connciction  with 
the  complaints. 
Inspection  activities 

Internal  audit  and  internal  security  activities  aid  Service  managers 
in  their  efforts  to  maintain  operational  integrity. 

Internal  audit  ]irograms  provide  management  with  reviews  of  ac- 
counting, financial,  and  other  o])erating  activities  of  the  Seiwice  to 
hel])  insure  that  pobcies.  nrocedures,  aiul  conti-ols  are  adequate  to  ])ro- 
tcct  the  revenue.  Activities  closely  associated  with  collection  of  reve- 
nue and  enforcement  of  tax  laws  receive  the  greatest  emphasis. 

Tlie  Service's  ])rogram  of  enlisting  the  support  of  employees  in 
reportinc:  bribery  attempts  continues  to  show  results.  In  fiscal  1972, 
125  employees  reported  possible  bribery  attempts,  resulting  in  47  ar- 
rests or  indictments. 
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Service  employees  have  reported  1,003  bribery  attempts  since  1961. 
One  of  every  four  instances  resulted  in  prosecution  action.  During 
the  10-year  period,  bribery  investigations  resulted  in  283  arrests  or 
indictments  and  202  convictions  or  guilty  pleas.  At  the  end  of  the 
fiscal  year,  41  persons  charged  with  attempted  bribery  awaited  trial. 
Bribes  offered,  solicited,  or  paid  ranged  from  $40,000  to  $100,000.  In 
the  latter  cases  the  taxpayer  attempted  to  avoid  over  $1  million  in 
tax  assessments. 

International  activities 

The  Service's  international  programs  consist  of  three  segments:  (1) 
Administering  tax  laws  as  they  apply  to  IT.S.  citizens  living  abroad, 
nonresident  aliens,  and  foreign  corporations;  (2)  participating  in 
negotiation  of  tax  conventions  or  treaties  with  foreign  countries  to 
prevent  double  taxation;  and  (3)  providing  assistance  requested  by 
developing  countries  to  improve  their  systems  of  tax  administration. 

Overseas  tax  admhustration. — Until  1972,  the  Service  handled  most 
audits  of  returns  filed  by  U.S.  taxpayers  overseas  through  corres- 
pondence. In  some  cases.  Service  personnel  at  foreign  posts  carried 
out  intermittent  field  audits.  On  infrequent  occasions,  agents  from 
Washington  assisted  them  on  short  assignments. 

Recent  surveys  indicated  a  need  to  expand  overseas  audit  activity 
to  counter  a  growing  noncompliance  problem.  In  response,  the  Serv- 
ice started  a  new  program  which  details  teams  of  revenue  agents  and 
tax  auditors  to  the  Service's  foreign  posts  in  Bonn,  London,  Manila, 
Mexico  City,  Ottawa,  Paris,  Rome,  Saigon,  Sao  Paulo,  and  Tokyo. 
Each  agent-auditor  team  is  stationed  abroad  for  periods  of  from  4  to 
6  months.  After  their  tour  of  duty,  a  replacement  team  takes  over, 
assuring  year-round  continuity. 

New  tax  conventions. — Attorneys  from  the  Office  of  the  Chief 
Counsel  assisted  the  Department  of  the  Treasury  in  negotiations  wnth 
Cyprus,  Denmark,  Indonesia,  Kenya,  Malaysia,  and  Singapore  con- 
cerning bilateral  income  tax  conventions,  and  with  Denmark  and  West 
Germany  concerning  bilateral  estate  tax  conventions.  The  July  9, 
1970,  income  tax  conventions  with  Belgium  served  as  a  basis  for  the 
negotiations  on  the  income  tax  conventions,  and  the  July  15,  1969, 
estate  tax  conventions  with  the  Netherlands  served  as  a  basis  for  the 
negotiations  on  the  estate  tax  conventions. 

The  United  States  signed  an  income  tax  convention  with  representa- 
tives of  Norway  on  December  3,  1971.  A  protocol  amending  article  9 
of  the  income  tax  convention  with  France  became  effective  upon  the 
exchange  of  instruments  of  ratification  on  January  21,  1972.  The 
protocol  extends  to  U.S.  portfolio  investors  in  French  corporations  a 
credit  equal  to  one-half  the  French  corporate  income  tax  paid  on  the 
profits.  This  type  of  credit  was  introduced  for  residents  of  France 
in  1965. 

Tax  administration  assistance  to  foreign,  countries. — This  is  the 
10th  year  in  which  the  Service  provided  technical  assistance  to  de- 
veloping countries.  Long-term  advisoi^y  teams  serve  in  Bolivia,  Brazil, 
Columbia,  Costa  Rica,  the  Dominican  Republic,  El  Salvador,  Guate- 
mala, Guyana,  Honduras,  Jamaica,  Nicaragua,  Paraguay,  Trinidad 
and  Tobago,  Uruguay,  and  Vietnam.  The  teams  are  staffed  by  IRS 
executives  and  technicians  who  generally  serve  2-year  tours  of  duty. 
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They  are  aided  by  specialists  on  short-term  assiofiiiiients  drawn  from 
the  Service  and  occasionally  from  State  and  local  o-ovornments. 

Surveys  of  the  tax  administration  systems  of  Barbados  and  Zambia 
were  conducted  to  identify  major  Aveaknesses,  ])i-opose  solutions,  and 
outline  approaclies  for  streno-thenino-  tlieir  systems. 

Tlie  reqnest  from  the  (TO\ernment  of  Zambia  reflects  a  rising  inter- 
est within  Africa  for  the  kind  of  technical  assistance  the  Sei'vice 
extends  throughout  the  world.  Service  repi'esentatives  met  with  tax 
officials  of  the  P^ast  Afi'ica  Conununity,  Libei'ia.  aiul  the  Economic 
Connnission  for  Africa.  During  the  year,  Liberia  im])lemented  recom- 
mendation made  during  a  IDTO  survey. 

PTost  countries  continued  to  make  gains  in  audit,  collection,  process- 
ing tax  returns  and  remittances,  taxpayer  education,  training,  organi- 
zation, and  management. 

Many  foreign  tax  officials  came  to  the  United  States  to  study  and 
observe  tax  administration  in  a  series  of  courses  oft'ered  inider  the 
International  Tax  Administration  Training  Series  (IXTAX),  and  to 
participate  in  programs  speciallv  designed  to  meet  their  needs.  The 
courses  co^-ered  the  major  functions  of  tax  administration,  and  the 
observation  sites  included  State  and  local  tax  agencies  as  well  as 
Service  installations.  The  A-isitors  came  from  59  countries.  They 
rauired  in  rank  from  subcabinet  officials  to  technicians. 

The  Inter-American  Center  of  Tax  Admini^tratois  (CI AT)  is  made 
up  of  leading  tax  administrators  of  the  28  Western  IIemis|)here  coun- 
tries. It  continues  to  attract  woi'ldwide  attention  as  a  regional  organi- 
zation devoted  to  self-help  in  tax  administration.  CIAT's  technical 
seminars  on  audit,  automatic  data  pi-ocessino-.  and  land  tax  adminis- 
tration draw  i^articipants  from  all  j)arts  of  the  woi'ld.  Its  monthly 
newsletter  and  technical  materials  receive  worldwide  distribution. 
CIAT  also  arranges  for  exchange  of  technical  missions  among  member 
countries.  It  is  a  model  for  regional  organizations  uiuler  consideration 
in  Asia,  the  Middle  East,  and  Africa. 

Commissioner  Walters  led  the  IT.S.  delegation  to  tlie  sixth  General 
Assembly  at  Asuncion,  Paraguay,  where  the  United  States  was  elected 
to  the  six-country  Executive  Council. 

Internal  revenue  collections  and  refunds 

Gross  internal  revenue  collections  surpassed  $200  billion  for  the 
first  time.  Contributino;  to  the  record  level  was  the  largest  amount 
ever  collected  in  1  month.  $27.2  billion  in  April  1972. 

Total  collections  of  $209.9  billion  were  up  $18.2  billion  (9.5  percent) 
from  fiscal  1971.  The  increase  Avas  the  fourth  largest  in  history, 
exceeded  only  by  those  in  1944,  1967.  and  1969.  Improved  economic 
conditions,  hififher  coi'Doi'ate  ])rofits,  and  steadily  rising  sahii'ies  and 
Avages  are  principal  factors  contributing  to  the  im])i'oved  collection 
picture. 

Individual  income  taxes  of  $108.9  billion  accounted  foi-  oA'er  one- 
half  of  total  collections.  Ncav  Avithholding  rates  provided  by  the  Rev- 
enue Act  of  1971  designed  to  achieve  more  accurate  Avithholding  ap- 
parently resulted  in  excessive  Avithholding  because  numy  taxi)ayei'S 
have  not  adjusted  their  withholding  allowances  and  exemptions  in 
accordance  Avith  the  neAv  law. 

Corporation  income  tax  collections  rose  bv  $4.6  billion  (15.2  per- 
cent) to  $34.9  billion. 
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Excise  taxes  levied  on  a  variety  of  manufactured  products  and  serv- 
ices declined  sliohtly  from  the  1971  record  hio-h.  Collections  of  $16.8 
billion  were  lower  because  of  the  repeal  of  excise  taxes  on  vehicles. 
Tobacco  tax  collections  declined  from  last  year,  while  alcohol  tax  col- 
lections were  up  $().?>  billion.  Over  the  last  10  years,  tobacco  tax 
collections  have  remained  relatively  stable  while  receipts  from  al- 
cohol tax  have  increased  by  almost  50  percent. 

Employment  taxes  amounting  to  $48.7  billion  were  the  second 
bigg-est  source  of  revenue.  Increased  I'ates  for  social  security  (FICA) 
taxes  and  self -employment  (SECA)  taxes  were  in  effect  for  the  full 
fiscal  year,  and  beginning  January  1,  1972,  the  taxable  base  for  both 
was  up  from  $7,800  to  $9,000.  In  addition,  as  of  January  1,  1972, 
Federal  Unemployment  Tax  Act  taxes  extended  to  almost  every  em- 
ployer, and  the  wage  base  was  up  from  $3,000  to  $4,200. 

Two-thirds  of  all  individual  income  taxpayers  received  refunds  in 
1972  continuing  the  g^eneral  pattern  of  prior  years.  The  total  amount 
of  taxes  refunded  to  all  classes  of  taxpayers  was  $18.8  billion,  including 
interest  of  $182.8  million  (less  than  1  percent  of  the  tax  refunded). 
Income  taxes  refunded  to  corporations  were  down  $0.7  billion  from 
1971. 

Bureau  of  the  Mint  ^ 

The  Mint  became  an  operating  bureau  of  the  Department  of  the 
Treasury  in  1873,  pursuant  to  31  U.S.C.  253.  All  I".S.  coins  are  manu- 
factured at  U.S.  Mint  institutions.  The  Bureau  of  the  Mint  distributes 
coins  to  and  among  the  Federal  Reserve  banks  and  branches,  which 
in  turn  release  them,  as  required,  to  commercial  banks.  In  addition,  the 
Mint  maintains  physical  custody  of  Treasury  monetary  stocks  of  gold 
and  silver;  refines  and  processes  silver  bullion;  handles  various  deposit 
transactions  including  intei--mint  transfers  of  l)ullion;  and  moves, 
places  into  stoi'age,  and  releases  values  from  its  custody  for  such  pur- 
poses as  authorized.  Functions  performed  by  the  Mint  on  a  reimburs- 
able basis  in  fiscal  1972  included :  The  manufacture  and  sale  of 
numismatic  Eisenhower  dollars;  the  production  and  sale  of  proof  coin 
sets  and  uncirculated  coin  sets;  the  manufacture  and  sale  of  medals 
of  a  national  character;  and,  as  scheduling  permitted,  the  manufac- 
ture of  foreign  coins. 

The  Bureau  of  the  Mint  headquai'ters  is  located  in  "Washington, 
D.C.  The  operations  necessarv  to  conducting  the  business  of  the  Mint 
are  performed  at  six  field  facilities.  Mints  are  located  in  Philadelphia, 
Pa.,  and  in  Denver,  Colo. ;  assay  offices  are  in  New  York,  N.Y.,  and 
San  Francisco,  Calif. ;-  bullion  depositories  are  situated  at  Fort  Knox. 
Ky.  (for  gold)  and  at  West  l^oint,  X.Y.  (for  silver).  Tlie  West 
Point  Depository  is  an  adjunct  of  the  New  York  Assay  Office. 

During  fiscal  1972.  highly  significant  changes  affected  every  aspect 
of  Mint  operations.  The  progress  that  took  place  throughout  the  year 
reflected  the  fine  working  relationships  that  exist  among  other  parts  of 
the  Treasury  and  the  Mint,  as  well  as  the  President's  concern  for 
proper  management. 

During  fiscal  1971  (as  noted  in  the  1971  Annual  Report,  pp.  65-66). 
a  management  review  of  tlie  ^Mint's  operations  was  prepared  by  the 


^  Adflitionnl  information  is  containod  in  tlip  separate  "Annual   Report   of  tlie  Director 
of  tlie  Mint." 

2  The  San  Francisco  facility  also  operates  as  a  mint. 
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Office  of  tlie  Secretary.  The  study  paid  particular  attention  to  fore- 
casting the  demand  and  associated  production  requirements  for  coins. 

The  Treasury  manao;ement  survey  resulted  in  a  total  realinement  of 
the  executive  structure  of  the  Mint,  effective  the  middle  of  fiscal  197S. 
The  new  orojanization  is  composed  of  the  Director  of  the  Mint,  with 
a  Deputy  Director,  supported  by  three  staf?"  functions:  Internal  Audit, 
T^gal  Counsel,  and  Security  and  Safety.  Tlie  reoro:anization  provided 
for  four  assistant  directors:  Assistant  Director  for  Production,  As- 
sistant Director  for  Technology,  Assistant  Director  for  Public  Serv- 
ices, and  Assistant  Director  for  Administration.  The  reorganization 
sharpened  executive  responsibility  for  specific  functions  such  as  pro- 
duction, teclmological  developments,  public  services,  and  administra- 
tion. 

The  Mint's  Internal  Audit  Staff  assists  the  Director  and  Deputy 
Director  in  an  advisory  capacity  by  providing  information,  analyses, 
appraisals,  and  recommendations  pertinent  to  the  overall  goals  of 
the  organization.  Annual  audits  are  performed  at  each  Mint  installa- 
tion, including  the  headquarters  in  Washington.  It  also  directs,  coordi- 
nates, and  participates  in  the  annual  settlement  of  monetary  balances. 

The  Legal  Counsel  advises  Mint  executives  on  legislation  pertaining 
to  Bureau  operations.  Other  functions  involve  claims  and  litigation 
and  matters  pertaining  to  labor  law. 

The  security  and  safetv  programs  of  the  Mint  are  designed  to  insure 
the  most  efficient  and  effective  security  systems;  and  compliance  with 
the  highest  standards  of  safety,  including  all  phases  of  the  Occupa- 
tional Safety  and  Health  Act  (OSHA).  Security  objectives  include 
the  safeguardino;  of  monetary  values,  property,  equipment,  and  per- 
sonnel at  all  Mint  installations.  During  the  fiscal  year,  many  innova- 
tions were  implemented  throughout  the  Mint  service  to  improve 
security  and  safety. 

During  fiscal  1972,  a  revised  "Procedure  for  administrative  control 
over  appropriations  and  other  authorizations  to  incur  obligations  and 
make  expenditures"  was  issued.  This  strengthened  the  Bureau's  finan- 
cial management  objectives. 

The  Bureau  of  the  ^Nfint  de]wsited  $1,446,037,531  into  the  ijeneral 
fund  of  tlie  Treasurv  duriuir  fiscal  1972.  Seigniorage  on  TLS.  coins 
accounted  for  $580,586,683  of  tlie  deposit. 

Bureau  of  the  Mint  operations,  fiscal  years  1971  and  1972 


Selected  items 


Fiscal  year 


1971 


1972 


Newly  minted  U.S.  coins  issued: ' 

1  dollar _.. 

60  cents - 

25  cents 

10  cents 

Scents. 

1  cent -. 


246, 510, 429 
511, 147, 162 
787, 478, 617 
676, 065, 672 
5, 256, 036, 806 


Total. 


7, 377,  238,  ( 


Inventories  of  coins  in  Mints,  June  30. 
Electrolytic  refinery  production: 

Gold— fine  ounces 

Silver—  fine  ounces 

Balances  in  Mint,  June  30: 

Gold  bullion— fine  ounces 

Silver  bullion— fine  ounces 

Visitors  touring  mint  exhibits 


231, 240, 061 

1, 893,  223. 612 
3, 393, 885.  831 

276, 456,  445 

44, 377, 935 

725,  789 


206,144,905 
320,  m?,,  262 
356,  .■S75, 7,'i3 
460,  77.";,  885 
464, 648,  068 
5, 928,  757, 362 


7,  737, 660, 235 


740,343,393 


4,576,251.270 

267, 007, 869 

47, 416,  220 

796, 682 


'  For  general  circulation  only. 
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Production 

Several  major  changes  in  coin  production  were  initiated  in  the  fiscal 
year  1972.  A  new  system  of  scheduling  coin  production  was  introduced 
whereby  each  of  the  two  principal  mints  (Philadelphia  and  Denver) 
is  assigned  production  on  a  4-month  cycle.  The  goal  of  this  system  is  to 
reach  and  maintain  a  4-month  inventory  of  coins  (except  cents)  at 
the  end  of  each  cycle  at  each  of  these  mints. 

Domestic  coinage 

U.S.  mints  produced  cupronickel  clad  dollars,  half  dollars,  quarters, 
and  dimes;  cupronickel  5  cent  pieces;  and  1  cent  pieces  composed  of 
95  percent  copper,  5  percent  zinc  during  fiscal  1972  for  general  circula- 
tion. The  Philadelphia  Mint  manufactured  3,458,234,000  coins  with 
a  face  value  of  $268,527,200;  the  Denver  Mint  made  4,365,744,413  coins 
with  a  face  value  of  $384.865,708 ;  while  the  San  Francisco  Assay  Office 
produced  422,785,154  1  cent  pieces  with  a  face  value  of  $4,227,851.54. 
A  total  of  8,246,763,567  coins  were  minted  for  general  issue  during 
fiscal  1972,  an  increase  of  approximately  742  million  coins  from  1971. 

All  proof  coin  sets  as  well  as  both  types  of  the  silver-clad  numismatic 
EisenhoAver  dollars  were  manufactured  at  the  San  Francisco  facility 
and  bore  the  "S"  mint  mark. 

The  Bureau  of  the  Mint  delivered  7,746  million  coins  to  the  Federal 
Reserve  banks  and  branches  during  fiscal  year  1972. 

U.S.  coins  manufactured,  fiscal  year  1972 

General  circulation  Numismatic  >  Total  coinage 

Denomina- 


tion Number  of  Number  of  Number  of 

pieces  Face  value  pieces  Face  value  pieces  Face  value 


1  dollar: 

Cupro- 
nickel.. 233,273,649  $233,273,649.00 233,273,649  $233,273,649.00 

Silver- 
clad.. 2  10,637,294  $10,637,294.00  10,637,294  10,637,294.00 

50  cents 352,933,520  176,466,760.00  2,545,587  1,272,793.50  355,479,107  177,739,553.50 

25  cents 412,529,544  103,132,386.00  2,545,587  636,396.75  415,075,131  103,768,782.75 

10  cents 607,541,840  60,754,184.00  2,545,587  254,558.70  610,087,427  61,008,742.70 

Scents 439,723,260  21,986,163.00  2,545,587  127,279.35  442,268,847  22,113,442.35 

Icent 6,200,761,754  62,007,617.54  2,545,587  25,455.87  6,203,307,341  62,033,073.41 

Total...  8,246,763,567      657,620,759.54      23,365,229      12,953,778.17    8,270,128,796      670,574,637.71 

'  All  numismatic  coins  were  manufactured  in  the  San  Francisco  Assay  Office  and  include  1,481,245  proof 
sets  dated  1971  and  1,064,342  sets  dated  1972. 

2  Consists  of  6,371,520  silver-clad  dollars  of  the  uncirculated  variety  and  4,265,774  proof  dollars,  all  of  which 
were  sold  to  the  public  at  premium  prices. 

Note.— All  dollars,  half  dollars,  quarters,  and  dimes  for  general  circulation  are  three-layer  composite 
coins— outer  cladding  75  percent  copper,  25  percent  nickel,  bonded  to  a  core  of  pure  copper.  The 
proof  coins,  except  for  the  numismatic  Eisenhower  dollars,  are  of  the  same  metaUic  composition  as  those  for 
general  issue.  The  numismatic  dollars  are  three-layer  composite  coins  with  an  outer  cladding  800  parts 
silver,  200  parts  copper,  bonded  to  a  core  of  approximately  215  parts  silver  and  785  parts  copper. 

Foreign  coinage 

The  ]\lint  is  permitted  to  execute  coinage  for  foreign  countries  on 
a  reimbursable  basis  pr-ovided  that  the  manufacture  of  such  coins  does 
not  interfere  Avith  the  required  coinage  of  the  United  States.  During 
the  fiscal  year,  the  Denver  ]\Iint  produced  195,067,500  coins  for  the 
Philippines  and  13,000,000  for  Liberia ;  San  Francisco  produced  18,192 
coins  for  Liberia,  16,660  for  Nepal,  and  71,039  for  Panama,  all  of 
which  were  either  in  proof  or  uncirculated  condition. 
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Technology 

As  tlic  cloiiinnd  foi-  and  prodiirtioii  of  T^.S.  coins  lias  incroasod  in 
suc'coodin^'  fiscal  years,  so  has  the  Mint's  rcs])onsibi]ity  to  shai'i)en  its 
tcchnolooical  rosourcos.  I)urin<r  fiscal  197i2.  tlio  Mint's  connnitnicnt  to 
(luality  coin  pi-oduction  was  <rreatly  incivased  by  scvei'al  major  stops. 
Those  inclndod  institntin<2:  modern  statistical  samplin<>-  for  some  of  its 
coin  inspection:  the  installation  of  the  first  hio-h-spoed  delamination 
tostino-  machine:  more  effective  qnality  conti'ol  at  various  production 
levels:  and  the  initiation  of  a  number  of  i-eseareh  and  development 
ty])e  pi'ojects  to  impi'ovo  ])i'ocedui'es  oi-  alleviate  pi'ol)lems. 

Twenty-two  new  hi<:'h-speed  coinini:'  ])resses  were  installed  durinti" 
the  fiscal  year  to  upa'i'ade  the  Mint's  domestic  coin  capability. 

The  Treasury,  thiou«rh  the  l^ureau  of  the  Mint's  Laboratory  in 
"Washington,  acts  as  the  technical  authoritv  on  the  authenticity  of  T".S. 
coins.  During  the  year,  laboratory  examinations  of  8.300  questioned 
coins  relative  to  b"U)  cases,  submitted  by  the  U.S.  Secivt  Service,  the 
Bureau  of  Customs,  and  the  Office  of  Domestic  (jold  and  Silver  Op- 
erations, were  performed  by  the  ]Mint. 

Public  services 

Liaison  mith  Federal  Reserve. — In  the  Ti-easury's  continuiuir  efforts 
to  impi'ove  techniques  for  estimatin_<>"  coin  demand,  the  Mint  and  the 
Federal  Reserve  refined  previous  pi-ocedui'es  for  projectino"  coin  needs, 
in  accordance  with  recommendations  made  by  the  Office  of  the  Secre- 
tary in  its  manairement  study.  Under  the  pioceduies  implemented 
durino-  the  fiscal  year  1!)T^.  the  Federal  Keserve  Board,  which  with  the 
Office  of  the  Treasurer  of  the  Ignited  States  is  the  sole  customer  for 
coins,  assumed  a  more  vital  role  in  estimatino-  coin  reciuirements  for 
the  Federal  ReserA-e  System.  It  o'ives  the  ^Nlint  short-  and  lona-tcrm 
requirements  by  denomination,  thereby  assurino-  itself  that  sufficient 
coins  will  be  available  in  each  of  the  12  banks  and  25  branches.  The 
Mint  maintains  constant  liaison  with  the  Federal  Reserve  to  satisfy 
its  needs,  usino-  its  forecasts  for  production  ])lannino-.  Durino-  the  fiscal 
year,  the  jNlint  utilized  the  Federal  Reserve  facilities  at  Culpeper.  Ya.. 
to  store  coins  for  emero-ency  requirements.  This  action  contributes  to 
the  joint  a'oal  of  the  Mint  and  the  banks  to  establish  and  maintain 
sufficient  coin  inventories  to  minimize  the  possibility  of  a  coin  shortage. 

N^nnismatic  serrlees. — The  Eisenhower  dollar  projrram,  a  majoi* 
service  for  the  public,  was  beo-un  dui'in<i:  fiscal  1972.  Ordei's  for  both 
the  proof  and  uncirculated  vaiieties  of  the  40  percent  silvei'-clad 
dollars^  wei-e  accej^ted  beainnina-  on  July  1.  1972.  Dui'in"'  the  year. 
4.2()r).774  i)i'oof  dollars  and  ().;)71.r)20  of  the  uncii'culated  ones  weri' 
manufactured  foi-  sale  to  the  public  at  premium  pi'ices. 

The  proof  Eisenhower  dollars  were  pi'oduced,  packaged,  and  sent 
by  registered  mail  from  the  San  Fi-ancisco  Assay  Office.  The  uncircu- 
lated silver-clad  dollars  were  shipped  fiom  San  Francisco  by  the  bag 
to  the  Xew  Yoi-k  Assay  Office,  wheie  they  were  packaged  and  dis- 
patched by  registei'ed  mail. 

In  fiscal  1972  the  ]\rint  again  oilvrcMl  sets  of  regular  i)roof  coins  for 
sale  to  the  i)ublic  at  a  })remium  price.  These  sets  were  sent  by  reg- 


1  Soc  1071  Annual  Report,  p.  l.'^S  for  c'X|ilanatioii  of  tlii'  types  of  coins. 
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istered  mail  from  San  Francisco.  Durino;  the  fiscal  year  approximately 
2,r)45,00()  sets  were  mailed  in  response  to  orders  from  the  public.  The 
uncirculated  coin  sets  throuoh  December  1971  also  were  mailed  from 
San  Francisco.  However,  the  packa^ino-  and  mailin";  of  uncirculated 
coin  sets  was  transferred  to  the  New  York  Assay  Office  for  coins  dated 
after  1971.  During  tlie  fiscal  year,  2,14-),H9B  uncii'culated  coin  sets  were 
mailed  from  San  Francisco,  and  765,385  Avere  sent  from  the  New  York 
facility. 

In  connection  with  the  American  Revolutionary  Bicentennial,  Pub- 
lic Law  92-228,  enacted  February  15,  1972,^  authorized  the  Secretary 
of  the  Treasui-y  to  strike  appropriate  national  medals  to  commemorate 
the  significance  of  American  independence.  The  first  of  these  medals, 
Avhich  are  of  exceptionally  high  quality,  was  struck  before  the  fiscal 
yearend  for  release  on  July  4,  1972.  l^etween  fiscal  1972  and  1983,  a 
maxinuun  of  13  additional  medals,  each  of  a  di  lie  rent  design,  may  be 
struck  to  commemorate  specific  historic  events  of  great  importance. 

Pursuant  to  Public  Law  92-266,  approved  March  30, 1972,-  the  Mint 
struck  medals  in  commemoration  of  the  First  ITnited  States  Inter- 
national Transportation  Exposition.  This  exposition  was  held  at  Dulles 
Airport,  May  27-June  4, 1972. 

On  Api'il  27,  1972,  the  Director  of  the  Mint  announced  the  avail- 
ability of  the  Mint's  new  White  House  medal.'  The  medal  was  placed 
on  sale  at  the  Tivasury  Department's  Exhil)it  Hall  and  at  other  INIint 
sales  areas. 

The  Mint  continued  to  manufacture  and  sell  national  medals  at 
Philadelphia  throughout  the  fiscal  year.  Public  interest  in  the  minia- 
ture Presidential  series,  which  was  introduced  by  the  Director  of  the 
^lint  in  fiscal  1971,  mushroomed  during  the  yeai-,  with  medals  of  36 
Pi-esidents  available  by  June  30,  1972.  Production  of  these  "mini'' 
medals,  ci-eated  })rimarily  for  young  people,  was  extended  to  the 
Denver  Mint.  During  fiscal  1972,  Denver  pi'oduced  250.849.  while  the 
Philadelphia  ]\fint  manufactured  520.016  of  these  bronze  1%,;  inch 
medals. 

The  miniature  medals  pi'oduced,  plus  all  other  "List"  medals  man- 
ufactured brought  the  total  for  fiscal  1972  to  896,678,  an  increase  of 
almost  100  j^ercent  from  the  455,269  ''  made  during  the  previous  year. 

In  July  1971,  a  new  public  area  was  opened  at  the  Denver  Mint  for 
the  convenience  of  visitors  touring  that  coining  plant.  Early  in  Au- 
gust the  Treasury  Exhibit  Hall  in  the  ]Main  Treasury  Building  in 
Washington  was  expanded  to  include  a  Mint  display  room  and  sales 
area.  During  the  fiscal  year,  about  79,000  people  took  advantage  of 
the  opportunity  to  visit  this  area.  Late  in  August  an  area  was  opened  to 
the  public  at  the  San  Francisco  Assay  Office. 

On  March  23,  1972,  the  President  announced  '  the  transfer  of  the 
old  San  Francisco  Mint,  at  5th  and  Mission  Streets,  wliich  had  been 
dedicated  in  1874,  to  the  Department  of  the  Ti-easui-y  for  ivstoration 
by  the  Bureau  of  the  Mint.  The  building  will  be  used  bv  the    Mint 


1  See  exhibit  Sft. 
3  See  exhibit  nO. 
■■'  See  exhibit  92. 
'  Revised. 
*  See  exhibit  91. 
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to  liouso  its  Xumismatic  Service  Division,  a  museum,  and  the  Mint 
computer  data  center.  Restoi'ation  Avas  beo-un  before  the  fiscal  yearend. 

U.S.  Savings  Bonds  Division 

The  U.S.  SavinfTS  Bonds  DiA'ision  promotes  the  sale  and  retention  of 
U.S.  savin<rs  bonds.  This  medium  of  savin<>-s  makes  possible  the  wide- 
spread disti'ibution  of  tlie  national  debt  throufrh  its  ownership  by  a 
substantial  part  of  the  Nation's  citizenry;  it  provides  a  stabilizing 
influence  on  the  economy  insofar  as  the  avera^je  life  of  the  E  and  H 
bonds  is  over  7  years,  and  therefore  constitutes  a  lonfj-term  undei"- 
writino-  of  the  Treasury's  debt  structui'e. 

The  proo'i'am  is  cai-ried  out  by  a  com])ai-atively  small  staff  assisted  by 
thousands  of  dedicated  volunteers  in  financial,  media,  business,  labor, 
and  afj^ricultural  institutions  and  civic  minded  ^rroups  of  all  kinds. 
Their  volunteer  services  assist  in  the  promotion  and  sale  of  savings 
bonds  through  banks,  savings  and  loan  associations,  credit  unions,  some 
few  post  offices  and  over  40,000  business  establishments  and  other  em- 
ployers cooperating  in  the  opei-ation  of  the  payi'oll  savings  plan  and 
over-the-counter  sales. 

Sales  of  series  E  and  H  savings  bonds  totaled  $5,930  million  in 
fiscal  197'2.  Participants  in  the  payroll  savinjis  plan  as  of  June  30,  1972 
totaled  about  9iA  million.  There  wei-e  '^ryCy.i'}  billion  savings  bonds  and 
savings  notes  held  at  the  close  of  fiscal  1972,  22  percent  of  the  privately 
held  portion  of  the  public  debt.  U.S.  sa\ings  notes  were  withdi'awn 
fi'om  sale  on  June  30,  1970.  but  the  amount  outstandinef  is  included  in 
the  total.  During  fiscal  1972,  holders  of  these  savings  vehicles  received 
over  $2. 7  billion  in  interest. 

Promotional  activities 

During  fiscal  1972,  the  payroll  savings  plan  again  received  major 
program  emphasis  and  was  promoted  among  employees  in  private 
industry;  Federal,  State  and  local  governments;  as  well  as  the 
military  services. 

The  leader  of  the  1972  nationwide  ])avroll  savings  campaign  in 
industrv  is  Donald  S.  MacXaughton,  chaii'man  and  chief  executive 
officer,  Th"  Pnulential  Insurance  (^o.  of  America,  and  chairuian  of  the 
U.S.  Industrial  Payroll  Savings  Committee.  The  1972  camjiaign  was 
launched  in  Washington,  D  (\,  on  Januai-y  13,  1972,  with  the  annual 
meeting  of  the  Committee.  Serving  on  the  Committee  with  IVIr,  Mac- 
Xaughton  are  nine  formei-  chaii-men  and  50  top  executives  of  the 
Nation's  major  corporations.  Mi-.  ^NfacXaughton's  immediate  ])i'ede- 
cessors  as  chairmen  were  B.  B.  Doisey.  pi-esident.  Gulf  Oil  (^oi-p..  the 
1971  chairman  ;  (ifoi'don  M.  Metcalf,  chairman  of  the  board.  Sears,  Boe- 
buck  and  Co.,  the  1970  chaii-man;  and  James  M.  Boche,  i)ast  chairman 
of  the  board.  Genei-al  Motoi-s  (^orp.,  the  1969  chairman.  Mr.  Mac- 
Xaughton's  involvement  in  the  work  of  the  Committee  and  that  of  his 
])i-edecessors  has  been  uni)rece(lented  in  extensi\-eness  and  depth.  Mr. 
]MacXa.ughton,  for  example,  has  traveled  from  coast  to  coast  aiul  north 
to  south  to  spur  on  the  cam))aign  and  addressed  13  meetings  of  busincvss 
leaders  to  ho\p  Committee  nieiubers  get  cami)aigns  underwav  in  their 
areas  and  industries.  On  A])ril  (').  he  api)eai-ed  on  XBC's  national  tele- 
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vision  network  "Today"  shoAV.  Ninety  NBC  stations  also  presented 
their  local  volunteer  campaign  leaders  to  further  publicize  the  cam- 
paign. ]Mr.  MacNaughton  also  addressed  the  Advertising  Council  in 
Washington  on  INIarch  27. 

Mr.  MacNaughton  has  also  provided  a  number  of  sales  tools,  among 
them  a  brochure  for  top  executives  and  a  flip-chart  presentation  for 
sales  calls  on  top  executives  in  their  offices.  His  "Action  for  America" 
resolution  was  the  key  promotional  piece  for  an  extensive  direct-mail 
campaign  which  he  conducted  to  mobilize  support  among  the  heads 
of  8,800  of  the  Nation's  largest  companies.  The  resolution  was  also  the 
key  item  for  a  campaign  which  the  National  Association  of  Manu- 
facturei-s  conducted  among  its  12,200-member  companies.  Led  by  M.  P. 
Venema,  chairman  of  the  board,  I'niversal  Oil  Products  Co.,  and  chair- 
man of  the  board.  National  Association  of  Manufacturers,  the  NAM  is 
encouraging  its  members  to  organize  payroll  savings  drives  among 
their  employees.  Mr.  ]MacNaughton  also  ran  two  full-page  ads  in  the 
Wall  Street  Journal. 

The  Committee  has  spearheaded  sales  of  E  bonds  in  the  $25  to  $200 
denominations  of  more  than  a  billion  dollars  a  year  higher  than  they 
were  before  the  Committee  was  organized  in  early  1963.  In  1970, 
2,303,401  employees  in  private  business.  State  and  local  government, 
and  civilian  employees  of  the  Federal  Government  eu  .-oiled  as  new 
participants  or  increased  their  payroll  savings  allotments;  the  cam- 
paign signups  in  1971  totaled  2,430,502.  Sales  of  small  denomination 
E  bonds  in  1970  came  to  $3,738,486,000 ;  in  1971  they  came  to  $3,927,- 
111,000. 

The  Committee  members  are  setting  strong  examples  by  the  cam- 
paigns they  conduct  in  their  own  companies.  For  example,  Mr.  Richard 
C.  Gerst^nberg,  chainnan  of  the  board.  General  Motoi-s  Corp.,  has  just 
completed  a  campaign  in  his  company  in  which  280.009  men  and 
women  enrolled  either  as  new  payroll  savers  or  for  increases  in  their 
allotments.  Mr.  Gerstenberg  produced  an  8-minute  sound  motion 
picture  in  color  which  was  sliown  to  GM"s  supervisors. 

Through  their  effoi-ts  under  the  leadership  of  Chairman  MacNaugh- 
ton, the  membei-s  of  the  1972  IT.S.  Industrial  Payroll  Savings  Commit- 
tee! are  setting  an  outstanding  example  of  citizen  service  to  the  Nation. 

Agriculture  Secretary  Earl  L.  Butz  was  appointed  chairman  of  the 
Interdepartmental  Savings  Bonds  Committee  on  ]May  1. 1972  following 
the  resignation  of  Commei'ce  Secretary  Maurice  Stans.  Mr.  Butz  com- 
menced to  execute  previously  made  plans  for  conducting  the  annual 
campaign  among  Federal  civilian  and  militai'v  personnel.  As  in  pre- 
vious years,  Federal  agencies  conducted  during  May  and  June  an 
intensive  campaign  to  sign  up  new  payroll  savers  among  Federal  per- 
sonnel, worldwide  and  to  invite  jiresent  sa^•ers  to  increase  their  allot- 
ments. The  total  civilian  and  military  paiticipation  in  the  progi-am 
amounted  to  2.6  million  for  fiscal  1972. 

Chairmen  of  State  savings  bonds  committees,  with  North  Carolina 
Chairman  Bland  W.  Woi'ley  i)residing,  met  with  Treasury  officials  and 
members  of  the  American  Bankers  Association  savings  bonds  com- 
mittee at  their  annual  national  conference  in  Washington,  D.C.,  on 
^Nlarch  9.  Featured  topics  on  the  agenda  were  the  annual  renewal  of 
"Take  Stock  in  Ameiica"  campaigns  in  some  90  cities,  the  development 
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of  payroll  savings  and  awarenoss  "Information  and  Action  Projects" 
for  county  chairmen,  and  the  importance  of  a  continiiinfr  recognition 
program  for  active  savings  bonds  volunteers  at  all  levels. 

The  ABA  savings  bonds  conunittee.  chaired  by  Douglas  R.  Smith, 
president  of  the  Xational  Saving's  and  Trust  Company.  Washington, 
D.C.,  recommended  no  change  in  the  present  relatively  low  annual 
limitation  on  jiurchases  of  series  E  and  IT  bonds,  urged  adoption  of 
resolutions  reaffirming  the  suppoi-t  of  State  bankei's  associations,  and 
i-ei)orted  a  great  need  for  the  formal  tiaining  progi'am  developed  in  col- 
laboration with  the  American  Institute  of  Thanking  for  tellers  and 
other  bank  employees  who  handle  savings  bonds  transactions. 

Professionally  prepared  materials  for  a  8-hour  training  seminar 
now  ai-e  available,  without  charge,  to  AIB  chapters  and  all  financial 
institutions  qualified  to  issue  and  redeem  savings  bonds.  The  main  ob- 
jective is  to  provide  the  1)est  possible  service  to  owners  of  the  $50  bil- 
lion woi'th  of  savings  bonds  outstanding  as  well  as  to  prospective 
purchasei's  of  the  1"25  million  bonds  issued  each  year. 

Four  new  State  chairmen  and  two  State  chairmen  emeritus  were  ap- 
pointed during  the  fiscal  year. 

All  State  Governors  continued  to  serve  or,  if  newly  elected,  accepted 
a]>pointment  as  honorary  chairmen  of  State  savings  bonds  committees. 
Their  volunteer  participation  benefits  the  savings  bonds  program — 
notablv  thi'ough  special  ceremonies  and  their  leadership  in  providing 
extension  of  the  payroll  savings  plan  among  State  employees. 

The  national  organizations  i:)rogi'am  for  the  calendar  year  1971-72 
was  once  again  a  "grassroots"  operation  Avhereby  local  units  of  par- 
ticipating national  organizations  can  bring  savings  bonds  to  the  at- 
tention of  their  members  by  distributing  informational  materials  at 
meetings.  In  addition,  the  national.  State  and  local  publications  of 
these  organizations  carried  advertisements,  editorials  and  articles.  The 
Xational  Organizations  (^ommittee  for  Savings  Bonds,  representing  a 
combined  membershi]^  of  50  million,  continued  mider  the  chairmanship 
of  Hugh  H.  Cranford.  executive  secretary  of  Optimist  International. 

On  August  12,  1971,  Mi*s.  Jacqueline  Sue  Goreham  (Mrs.  Colorado) 
became  the  13th  Mrs.  U.S.  Savings  Bonds  and  soon  thereafter  took  up 
her  role  as  our  ambassador  of  good  will.  During  lier  reign,  she  traveled 
some  55,000  miles  through  28  States  and  tlianked  many  of  the  more 
than  500,000  volunteers  who  helj)  to  advance  the  savings  bonds  pro- 
gram. The  ainiual  selection  of  a  ]Mrs.  U.S.  Savings  Bonds  fi'om  among 
a  carefully  chosen  cross  section  of  homemakers  from  every  State  has 
become  a  major  feature  in  the  promotion  and  sale  of  savings  bonds. 

Organized  labor  continued  its  strong  supjiort  of  the  ]:)rogram  under 
the  direction  of  George  ]\Ieany,  President  of  the  AFL-CIO,  acting  in 
the  volunteer  capacity  of  Xational  Laibor  Chairman.  Other  active  labor 
sup]:)ort  included  r(>solutions  of  supoort  adopted  by  conventions  of 
statewide  labor  bodies,  statements  of  suppoi-t  by  national  and  State 
labor  officials.  Much  of  tliis  supi)ort  was  communicated  to  the  member- 
shij)  ])v  the  labor  pi-ess  through  its  use  of  literally  hundreds  of  sa^•ings 
bonds  ads  and  editorials. 

The  pu'blic  service  advertising  campaign  for  savings  bonds,  spon- 
sored by  the  Advertising  Council  and  led  by  James  S.  Fish  of  Genei'al 
Mills  as  volunteer  cooixlinatoi',  contimied  to  support  the  sales  pi'ogram 
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with  more  than  $60  million  in  advertising  contributed  by  the  major 
media.  In  recognition  of  longstanding  support,  SOth  anniversary 
awards  were  presented  to  these  media  trade  associations :  Magazine 
Publishers  Association,  International  Newspaper  Advertising  Execu- 
tives, Outdoor  Advertising  Association  of  xVmerica,  Transit  Adver- 
tising Association,  American  Business  Press,  and  National  Association 
of  Broadcasters.  In  addition,  individual  awards  were  made  to  the 
ABC,  CBS,  and  NBC  radio-TV  networks  and  to  M  national  magazine 
publishing  companies. 

In  the  field  of  motion  pictures,  a  special  film  featuring  the  cast  of 
TV's  "The  Odd  Couple"  was  produced  by  Paramount  Pictures  for  the 
training  of  payroll  savings  canvassers.  The  film  has  been  Avidely  and 
successfully  used  in  industry  and  government  and  Avas  recognized  at 
the  1972  National  Industrial  Film  Festival  by  the  presentation  of  a 
"Gold  Camera"  award.  Motion  picture-TV  stars  Tony  Randall  and 
Jack  Klugman  served  as  honorary  co-chairmen  of  the  1972  Federal 
payroll  savings  campaign  and  were  featured  at  the  April  12  kick-off 
rally  for  key  workers.  The  Department  of  Defense  cam]3aigii,  launched 
at  an  outdoor  rally  at  the  Pentagon  on  May  4,  featured  TV  comedienne 
Sandy  Duncan  as  honorary  chairman. 

Eegional  meetings  of  the  National  Panel  on  Public  Relations  for 
Savings  Bonds  were  held  in  the  fall  of  1971  in  Orlando,  San  Diego, 
Chicago,  and  New  York.  The  initial  issue  of  PRx  for  Savings 
Bonds  was  distributed  to  panel  members  in  June  1972,  Throughout 
the  fiscal  year,  j^ersonal  calls  were  made  on  members  of  the  National 
Committee  of  News)3aper  Publishers  and  selected  nonmember  pub- 
lishers in  Atlanta,  Chicago,  Dallas,  Denver,  Detroit,  Houston,  Jack- 
sonville, Memphis,  Miami,  Nashville,  Orlando,  New  York,  Phoenix, 
Portland,  Reno,  San  Diego,  San  Francisco,  and  Seattle.  Publishers 
were  presented  awards  signed  by  Secretary  Connally  in  apjn-eciation 
of  their  increased  editorial  emphasis  on  savings  bonds.  The  second 
issue  of  the  Publisher  Committee's  communication.  Pro  Bono,  was  dis- 
tributed to  members  in  June.  A  kit  of  "Copy  Themes''  for  Associa- 
tions/Societies was  distributed  nationwide  in  February,  and  a  series 
of  editorial  ideas  for  labor  leadere  was  released  in  A])ril.  The  first  issue 
of  a  new  quarterly  publication  for  key  savings  bonds  volunteers,  Sav- 
ings Bonds  Salute,  was  distributed  in  June.  Collaboration  with  the 
staffs  of  Changing  Times,  U.  S.  News  &  World  Report,  WeaA'er  Com- 
munications, and  numerous  financial  writers  has  resulted  in  significant 
articles  in  magazines  and  newspapers. 

Management  improvement 

In  fiscal  1972,  the  Division  continued  the  redeployment  of  positions 
to  areas  needing  better  manpower  coverage  and  the  reduction  of  cover- 
age in  those  areas  that  did  not  meiit  it  because  of  a  lesser  sales  po- 
tential. The  number  of  markets  was  reduced  from  12  to  11  through  the 
combination  of  the  Ohio  and  Michigan  markets  which  resulted  in  the 
better  utilization  of  manpower  and  the  reduction  in  grade  of  one  ex- 
ecutive position.  The  Division  also  continued  to  make  progress  in  its 
efforts  to  further  integrate  its  accounting,  budgeting  and  financial  re- 
porting activities  witli  those  of  the  Bureau  of  the  Public  Debt.  More 
effective  coordination  will  be  achieved  throuch  the  utilization  of  the 
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payrolling  facilities  of  the  Fiscal  Service  which  has  for  several  years 
served  the  Bureau  of  Public  Debt.  Since  the  conversion  from  the  De- 
troit facility  of  the  Internal  Revenue  Service  was  not  completed  until 
the  pay  period  endin<r  June  10.  11)7-2.  the  full  benefits  will  not  be<jin  to 
accrue  to  the  Division  until  fiscal  11)7;). 

Internal  audit  program 

Durino;  fiscal  1972,  operational  surveys  were  made  in  five  States: 
Wisconsin,  Missouri,  Georgia,  South  Cai-olina,  and  Michigan. 

Program  planning 

During  fiscal  1972,  the  Office  of  Program  Planning  issued  a  manual 
on  the  sales  allocation  system,  an  operation  which  governs  the  distri- 
bution of  some  $11/2  billion  of  annual  sales  of  U.S.  savings  bonds  by 
States,  areas  and  counties.  These  sales  are  reported  nationally  for 
(a)  Federal  civilian  and  military  personnel  purchasing  bonds  under 
the  payroll  savings  plan,  (b)  for  the  employees  of  selected  large  inter- 
state corpoi-ations  which  operate  payroll  savings  plans  for  their  em- 
ployees, and  (c)  regional  finance  centers  of  the  Defense  Department 
issuing  bonds  for  civilian  personnel.  Various  formulae  are  used  in  the 
geographic  allocation  of  these  sales,  nationally  and  in  the  field  offices  of 
the  Division.  This  manual  describes  the  procedures  followed  in  the 
Xational  Office  to  allocate  the  sales  to  markets  and  States,  and  outlines 
graphically  the  methods  to  be  used  in  the  State  offices  for  area  and 
county  distribution  of  these  sales. 

During  fiscal  1972,  the  Office  of  Program  Planning  cooperated  with 
the  Office  of  the  Connnissioner  of  the  Public  Debt  in  prei)aring  a  com- 
plete revision  of  the  procedures  followed  by  the  Federal  Eeserve  banks 
and  the  Bureau  of  the  Public  Debt's  Parkersburg,  AV.  Va.  office  in  the 
collection  and  preparation  of  monthly  geographic  sales  of  series  E 
and  H  savings  l)onds.  This  revision  suj)erseded  the  Ai)ril  1967  outline 
of  procedures  and  incorporated  a  variety  of  improvements,  changes 
in  coding  and  format  effected  and  proposed  since  that  time. 

At  the  end  of  fiscal  1972,  the  number  of  reporting  units  (companies 
that  operate  the  payroll  savings  plan)  on  the  EDP  tapes  was  -38,850, 
which  represents  2i,22()  interetate  units  (including  branches  of  com- 
panies) and  17,624  intrastate  companies.  Total  employment  in  these 
companies  is  shown  as  24,830,553. 

In  addition  to  the  report  on  on-plan  companies,  the  Office  of  Pro- 
gram Planning  expanded  its' list  of  no-plan  (prospect)  companies  to 
cover  units  of  250  employees  or  more.  This  list  now  comprises  3,778 
units  (compared  to  1,728  units  with  500  or  more  employees  the  previ- 
ous year)  with  total  employment  of  2.9  million. 

The  Office  of  Program  Planning  continued  its  program  of  P]DP 
seminars  for  both  clerical  and  ju'omotional  pei-sonnel  by  conducting 
a  comprehensive  2-day  seminar  for  41  employees  in  the  Western  and 
California  markets. 

Staff  development 

The  Division  is  implementing  a  3-year  priority  plan  to  recruit  young 
people  for  movement  u[)  thi-ough  the  lanks.  Its  i)rimarv  plan  is  a 
current  training  program  employing  young  college  graduates  to  train 
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them    for   key   sales   promotional,   managerial,   and   administrative 
positions. 

A  line  management  training  program  entitled  "How  to  Improve 
Individual  Manager  Performance,"  prepared  by  the  American  Man- 
agement Association,  was  continued  in  fiscal  1972.  In  addition,  an 
intensive  2-week  indoctrination  seminar  was  held  for  new  promotional 
staff  members  in  May  1972. 

The  United  States  Secret  Service 

The  major  responsibilities  of  the  U.S.  Secret  Service  are  defined  in 
section  3056,  title  18,  United  States  Code.  The  protective  responsibili- 
ties are  to  protect  the  President  of  the  United  States,  the  members  of 
his  immediate  family,  the  President-elect,  the  Vice  President  or 
other  officer  next  in  the  order  of  succession  to  the  office  of  the  President, 
and  the  Vice  President-elect;  to  protect  the  person  of  a  former  Presi- 
dent and  his  wife  during  his  lifetime,  the  person  of  the  widow  of  a 
former  President  until  her  death  or  remarriage  and  minor  children 
of  a  former  President  until  they  reach  16  years  of  age,  unless  such 
protection  is  declined;  to  protect  persons  who  are  detennined  from 
time  to  time  by  the  Secretary  of  the  Treasury,  after  consultation  with 
the  advisory  committee,  as  being  major  presidential  and  vice  presi- 
dential candidates,  unless  such  protection  is  declined;  and  to  protect 
the  person  of  a  visiting  head  of  a  foreign  state  or  foreign  government 
and,  at  the  direction  of  the  President,  other  distinguished  foreign 
visitors  to  the  United  States  and  official  representatives  of  the  United 
States  performing  special  missions  abroad. 

The  investigative  responsibilities  are  to  detect  and  arrest  persons 
committing  any  offense  against  the  laws  of  the  United  States  relating 
to  coins,  obligations  and  securities  of  the  United  States  and  of  foreign 
governments;  and  to  detect  and  arrest  persons  violating  certain  laws 
relating  to  the  Federal  Deposit  Insurance  Corporation,  Federal  land 
banks  and  Federal  land  bank  associations. 

Management  improvement 

Certain  Secret  Service  management  procedures  are  being  revised  to 
achieve  greater  efficiency.  An  automated  accounting  system  was  de- 
signed, a  new  computer  operated  personnel  location  and  skills  file  sys- 
tem was  developed,  and  an  automated  property  management  system 
was  designed. 

Based  upon  recommendations  contained  in  a  files  management  study 
conducted  by  the  National  Archives  and  Eecords  Service  in  fiscal 
1971,  a  revised  subject  classification  guide  was  developed  and  issued 
to  all  Secret  Service  offices.  The  new  guide  contains  instnictions  which 
enable  more  accurate  subject  classification  of  documents  as  well  as 
easier  identification  of  record  material,  and  provisions  which  will 
facilitate  more  systematic  disposal  of  records  holdings. 

Also,  mechanized  equipment  has  been  procured  for  maintaining  in- 
dices that  facilitate  investigative  research  and  files  reti-ieval  opera- 
tions. 

Training 

There  were  118.377  man-horn's  of  training  conducted  by  the  Secret 
Service,  Office  of  Training,  for  personnel  engaged  in  investigative, 
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protective,  and  administrative  functions.  In  addition,  65,148  man- 
hours  of  interbureau  trainino;,  8,019  man-hours  of  interafjency  train- 
ing, and  6,559  man-hours  of  nongovernmental  training  were  com- 
pleted, giving  Service  jiei-sonnel  a  combined  total  of  198.10,3  man- 
hours  of  training  dui'ing  fiscal  1972. 

The  Office  of  Ti-aiuing  provided  fireai-ms  training  to  606  recruits  for 
the  air  security  progi-am  of  the  Bureau  of  Customs,  450  Customs  pa- 
trol officers,  75  Alcohol.  Tobacco,  and  Firearms  agents,  62  U.S.  Park 
Police  officers,  39  Federal  Protective  Service  officers,  and  15  Inter- 
nal Revenue  Service  agents. 

There  were  169  paiticipants  from  State,  local,  and  other  Federal 
agencies  who  attended  the  Seci-et  Service  pi-otective  operations  brief- 
ings. Twenty-seven  participants  from  State  and  local  police  agencies 
attended  the  questioned  document  course. 

Inspections  and  internal  audits  resulted  in  improvemeuts  in  opera- 
tions in  many  areas  of  the  Service.  Inspectoi-s  represented  the  Direc- 
tor in  many  projects  and  surveys  and  conducted  special  investigations 
of  the  highest  impoi-tance.  They  also  pai-ticipated  in  a  major  way  in 
aff'ording  protection  to  the  presidential  candidates. 

Other  Government  agencies  requested  assistance  in  establishing  or 
improving  their  inspection  procedures.  They  also  i-equested  and  were 
granted  permission  to  use  the  Secret  Service  Inspection  Procedures 
Manual. 

Protective  responsibilities 

The  protective  responsibilities  of  the  Secret  Service  increased  sig- 
nificantly in  fiscal  1972. 

For  example,  greater  protective  needs  were  required  for  President 
Xixon's  visits  to  major  countries  such  as  Canada,  Poland.  Iran.  Aus- 
tria, China,  and  the  Union  of  Soviet  Socialist  Republics. 

Protective  requirements  for  the  Vice  President  also  reflected  a 
marked  increase.  To  illustrate,  the  Vice  President  made  three  tri])S  in 
fiscal  1972  embracing  19  countries.  All  of  these  travels,  combined  with 
those  of  other  protectees  of  the  Secret  Service,  resulted  in  generating 
greater  protective  man-hour  time  than  ever  before  in  Secret  Service 
history. 

Another  majoi-  effort  was  the  protection  of  ])residential  candidates. 
Originally,  five  were  designated  for  pi'otection;  however,  the  actual 
lequirement  totaled  eight. 

Since  it  was  difficult  to  estimate  tiie  number  of  trips  each  caiulidate 
would  make,  the  mnnbei'  of  trips.  1,212.  through  June  oO  fai'  exceeded 
projected  figures.  Moreover,  the  number  of  man-hours  ex])ended,  which 
totaled  appi'oximately  307,000,  also  exceeded  previous  estimates. 

The  protection  of  foreign  dignitaries  also  increased  significantly. 
For  exami^le,  in  fiscal  1971.  thei'e  were  36  visits:  in  fiscal  1972.  there 
were  57.  This  included  pi'oviding  security  details  dui-ing  the  26th  ses- 
sion of  the  Ignited  Nations  in  October  1971.  In  fiscal  1971, 106,000  man- 
hours  were  required,  -whereas  in  fiscal  1972  approximately  126,000 
man-hours  were  used. 

Insofar  as  pi-otection  of  official  ivpreseutatives  of  the  United  States 
])erforming  special  uiissions  abroad  is  concerned,  approximately  98,000 
man-hours  Avere  exi)eiuled  as  of  June  1972.  Xo  comparable  data  is 
available  for  fiscal  1971. 
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Another  major  area  in  the  protective  mission  of  the  Secret  Service 
is  the  responsiijility  of  the  Executive  Protective  Service.  This  security 
force  continues  to  protect  the  White  House,  building's  in  which  Presi- 
dential offices  ai'e  located,  the  President  and  his  immediate  family  and 
foreign  diplomatic  missions  located  in  the  metropolitan  area  of  the 
District  of  Columbia.  In  addition,  the  Executive  Protective  Service 
provides  protection  for  foreign  diplomatic  missions  located  in  such 
other  areas  in  the  United  States,  its  territories  and  possessions,  as  the 
President  on  a  case-by-case  basis  may  direct. 

Recent  statistics  from  the  Metropolitan  Police  Department  indicat- 
ing a  decrease  in  crime  in  areas  surrounding  foreign  missions  pa- 
trolled by  the  Service  are  supported  by  the  rise  in  the  number  of  ar- 
rests by  EPS  officers  for  incidents  in  connection  with  their  protective 
mission.  In  fiscal  1971,  there  were  19  arrests;  for  the  period  ending 
June  30, 1972,  there  were  76  arrests. 

Protective  intelligence 

Programs  for  remote  access  to  intelligence  files  from  cathode  ray 
tube  and  teleprinter  terminals  were  developed  and  placed  into  opera- 
tion improving  the  retrieval  and  updating  cycles  of  these  files. 

Installation  of  a  high-speed  transmission  line  between  the  Secret 
Service  and  the  National  Crime  Information  Center  has  improved 
the  time  for  establishment  and  search  of  records  in  the  NCIC,  includ- 
ing the  newly  available  criminal  history  records. 

Investigative  responsibilities 

Contimiing  a  ti-end  evident  during  the  past  decade,  there  were  more 
counterfeit  bills  pi'oduced,  distributed  and  passed  in  fiscal  1972  than 
ever  before.  Counterfeiters  pi'inted  a  total  of  $27.7  million,  and  al- 
though S3  percent  ($22.9  million)  of  their  output  was  seized  from  the 
counterfeiters  by  the  Secret  Service  before  being  placed  into  circula- 
tion, losses  to  the  public  reached  $1.8  million,  a  39-percent  increase 
over  the  past  fiscal  year.  Arrests  increased  to  2,331,  32  percent  over 
fiscal  1971. 

This  data  illustrates  that  counterfeiting  continues  to  present  an  en- 
forcement problem  of  increasing  magnitude,  a  challenge  the  Secret 
Service  is  cun-ently  meeting  by  concenti-ating  its  investigative  man- 
power in  those  areas  of  most  critical  need.  For  example,  over  55 
percent  of  the  losses  during  fiscal  1972  occurred  in  five  metropolitan 
areas — New  York,  Los  Angeles,  Philadelphia,  Newark,  and  Miami — 
areas  in  which  prime  investigative  eft'orts  are  now  centered. 

In  assessing  the  causes  for  the  current  counterfeiting  situation,  the 
Service  attriV;utes  some  of  them  to  the  general  increase  in  almost  every 
segment  of  criminal  endeavor.  However,  another  factor  has  contrib- 
uted materially  to  this  growth.  The  counterfeiter,  as  an  individual, 
has  become  more  business  oriented  than  his  predecessor.  To  obtain  a 
higher  and  more  immediate  piofit.  he  is  willing  to  accept  a  higher 
degree  of  I'isk.  He  deals  directly  with  more  people  about  whom  he  has 
collected  less  background  data  than  the  more  provincial  counterfeiter 
of  ])ast  years.  In  previous  vears,  the  counterfeiter  was  a  cautious,  sus- 
picious introvert  who  demanded  criminal  credentials,  often  authen- 
ticated  bv   blood   relati\es,   before   he   would  sell   his  product  to  a 
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stranger.  While  this  made  infiltrating  criminal  operations  quite  dif- 
ficult, it  also  greatly  limited  the  scope  of  the  counterfeiter's  potential 
clientele.  Today's  counterfeiter  is  less  concerned  with  his  personal 
safety  and  more  concerned  with  volume  sale  of  his  merchandise.  He 
makes  more  deals  with  more  people  in  shorter  periods  of  time.  He 
lias  found  that  underworld  fences  are  interested  in  handling  counter- 
feits as  a  common  item  in  their  inventory  of  contraband  merchandise, 
frequentlv  buying  large  quantities  of  counterfeits  on  speculation  for 
possible  future  sale. 

Today,  prime  conspirators  are  arrested  as  quickly  as  in  the  past. 
However,  they  are  generally  more  successful  than  they  were  10  years 
ago  in  placing  more  counterfeit  cuj-rency  in  the  hands  of  distributors 
before  thev  come  to  the  attention  of  the  Secret  Service.  Even  though 
the  counterfeiting  plant  operation  is  successfully  suppressed,  agents 
must  still  locate  and  identify  the  many  small  distributors  throughout 
Avide  geographic  areas  who  purchased  the  counterfeiter's  product  be- 
fore an  investigation  was  initiated.  Constant  and  dedicated  pursuit  of 
each  new  case  bv  trained  investigators  is  still  the  most  successful 
method  of  controlling  this  segment  of  crime. 

Counterfeiting  cases 

One  major  violator  arrested  during  fiscal  1972  first  came  to  the  at- 
tention of  the  Secret  Service  during  1964  when  Detroit  police  reported 
he  was  involved  in  a  counterfeiting  conspiracy  which  subsequently 
failed  to  materialize  because  those  involved  were  incarcerated  on  other 
charges.  He  again  came  to  the  attention  of  the  Secret  Service  during 
1969  when  he  was  among  a  dozen  conspirators  arrested  in  connection 
with  a  $1.5  million  counterfeit  plant  in  Detroit.  "While  on  bail  await- 
ing trial  on  the  counterfeiting  charge,  he  was  arrested  by  Michigan 
authorities  for  burglarizing  a  jeAvelry  store.  He  escaped  by  sawing 
through  his  cell  bai-s  Avith  a  hacksaw  blade.  He  was  arrested  again 
18  months  later  in  Dallas  for  operating  a  third  counterfeiting  venture 
and  was  returned  to  Michigan  to  stand  trial  on  original  charges.  He 
and  six  others  escaped  from  jail  again  by  cutting  through  the  bars 
with  a  hacksaw  blade.  Shortlv  after  his  second  escape,  new  issues  of 
counterfeit  notes  appeared  in  the  Detroit  area  and  were  traced  to 
associates  of  the  fugitive.  Durinir  this  past  vear,  he  was  located  and 
arrested  by  the  Secret  Service  in  Cincinnati,  and  another  counter- 
feit plant  was  seized.  A  small  pistol,  two  hacksaw  blades  and  a  set  of 
lock  picks  were  found  in  a  money  belt  worn  around  his  waist ;  hack- 
saw blades  were  also  found  secreted  in  the  soles  of  his  shoes.  Several 
weeks  later,  a  jailer,  making  his  rounds  in  the  Ohio  institution  where 
the  defendant  was  then  confined,  noticed  that  one  of  his  cell  bars  had 
been  sawed  in  half.  A  hacksaw  blade  was  found  hidden  in  the  defend- 
ant's hair.  The  defendant  later  entered  guilty  pleas  to  the  charges 
pending  against  him  and  is  noAv  serving  a  total  of  80  years  in  a  Fed- 
eral penal  institution. 

During  mid-June  of  1971,  the  arrest  in  T./Ouisiana  of  a  former  city 
police  detective  and  his  associate  for  passing  counterfeit  notes  pro- 
vided the  first  substantial  lead  to  the  source  of  a  group  of  comiterfeit 
issues  circulating  in  the  Gulf  Coast  States.  While  documents  found 
on  the  defendants  indicated  they  had  recently  purchased  several  pieces 
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of  printing  equipment,  neither  would  make  any  admissions.  However, 
after  reading  of  the  arrests  in  a  Dallas  newspaper,  a  citizen  identified 
one  of  the  defendants  as  a  tenant  to  whom  she  had  recently  rented  a 
house  near  Tyler,  Tex.  A  search  of  the  premises  uncovered  a  complete 
counterfeiting  operation.  Fingerprints  found  on  the  scene  also  led  to 
the  identification  of  a  third  conspirator  who  had  narrowly  avoided 
capture  in  Louisiana.  While  on  bond  awaiting  trial,  the  former  detec- 
tive was  arrested  on  September  9,  delivering  $20,000  in  counterfeits 
to  an  undercover  Secret  Service  agent.  During  October,  the  third  con- 
spirator, also  awaiting  trial  on  the  original  charges,  was  arrested  for 
passing  counterfeit  notes  at  Maybank,  Tex.  Both  defendants,  again 
on  bond  awaiting  trial,  were  arrested  for  a  third  time  during  Decem- 
ber and  charged  with  possession  of  negatives  for  counterfeit  currency. 
They  had  enlisted  a  local  printer  in  the  hope  of  starting  a  new  counter- 
feiting venture  to  raise  funds  for  their  defense  on  the  previous  charges. 
All  three  defendants  were  convicted  this  past  March  and  have  received 
substantial  sentences  on  these  convictions.  The  former  detective  is 
also  awaiting  trial  for  armed  robbery  of  a  Corpus  Christi  bank. 

During  November  of  1969,  the  first  of  a  group  of  nine  new  counter- 
feit issues  appeared  in  New  York  City  and  investigative  data  devel- 
oped within  the  next  several  days  indicated  the  notes  originated  in 
the  Boston  area.  Two  months  later,  the  first  of  a  second  group  of  16 
related  issues  appeared  in  Boston.  Information  gleaned  from  inform- 
ants and  arrested  passers  resulted  in  the  arrest  of  two  men  who  had 
printed  the  notes.  However,  agents  were  unable  at  the  time  to  develop 
sufficient  evidence  to  arrest  the  five  individuals  who  actually  con- 
trolled the  conspiracy.  In  July  of  1970,  a  third  group  of  counterfeit 
issues  struck  the  Boston  area,  followed  by  the  appearance  of  a  fourth 
and  fiftli  group  in  September  and  December.  Evidence  uncovered 
during  the  following  months  linked  these  notes  to  the  five  major  con- 
spirators involved  in  the  orijrinal  printings.  All  of  the  evidence  devel- 
oped during  the  22-month  investigation  was  presented  to  a  Federal 
grand  jury  during  August  1971,  and  indictments  involving  the  five 
major  conspirators  and  a  number  of  other  individuals  were  returned. 
Two  of  the  five  prime  defendants  have  now  been  convicted  and  the 
others  are  awaiting  trial.  The  group  of  individuals  involved  in  this 
conspiracy  was  responsible  for  producing  over  $1.8  million  in  counter- 
feit noteswith  almost  $700,000  being  successfully  passed  on  the  public, 
largely  in  the  Boston  metropolitan  area.  The  Service  has  arrested  232 
persons  for  passing  notes  stemming  from  this  operation. 

Bond  forgery  investigations 

Bond  forgery  investigations  have  continued  in  an  irregular  pat- 
tern, but  have  shown  a  decrease  in  an  overall  statistical  comparison. 
In  fiscal  1971,  the  Secret  Service  received  22,991  bond  investigations 
while  this  year  the  figure  decreased  by  28  percent  to  16,559. 

The  decrease  was  due  partly  to  the  curtailing  of  the  activities  of 
one  forger  who  redeemed  6,976  forged  bonds  during  the  prior  year. 
This  individual,  now  in  a  Federal  penitentiary,  had  extensive  connec- 
tions with  other  individuals  in  the  organized  crime  area.  Efforts  have 
been  concentrated  on  the  investigation  of  the  large  bond  distributors 
in  the  major  cities  in  an  attempt  to  keep  this  violation  to  a  minimum. 
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During  the  past  fiscal  year,  177  persons  were  arrested  for  bond  forg- 
ery— an  increase  of  22  percent  over  tlie  previous  year. 

The  following  are  examples  of  bond  cases  involving  organized 
groups  of  criminals  operating  with  established  fences. 

Bond  cases 

On  October  27.  1971.  an  individual  was  sentenced  in  Chicago  to  5 
years  on  a  three-count  indictment.  He  was  charged  Avith  conspiring 
to  aid  and  abet  in  the  forgery  and  interstate  transportation  of  approxi- 
mately $50,000  in  stolen  T^.S.  savings  bonds.  He  had  been  found  guilty 
on  September  17.  1971.  by  a  jury  trial,  lasting  5  days,  during  which 
it  was  learned  that  he  had  been  involved  with  an  additional  $100,000 
in  stolen  and  forged  U.S.  savings  bonds.  He  was  a  recognized  fence 
who  provided  stolen  series  E  bonds  to  numerous  forgers  in  the  Chicago 
area  for  several  years.  Bond  forgeries  handled  by  at  least  five  different 
multiple  forgers  were  attributed  to  his  operation.  Three  of  his  cus- 
tomers were  convicted  of  cashing  1.861  bonds  with  a  face  value  of 
over  $120,000.  They  received  sentences  of  15  years,  5  years,  and  6  years. 

In  another  bond  case,  the  New  York  Police  Departuient  recovered 
on  September  7,  19fi8,  a  bag  containing  $2.'^.000  in  stolen  I'.S.  savings 
bonds  and  numerous  other  securities  including  postal  money  oi'ders  at 
the  residence  of  the  mother  of  a  suspected  fence  of  stolen  bonds.  He 
was  there  at  the  time.  His  fingerprints  were  determined  to  be  on  the 
money  orders  and  he  was  charged  by  Postal  authorities.  "When  he  was 
questioned  by  agents  of  the  Secret  Service,  he  agreed  to  cooperate  by 
identifying  the  source  of  stolen  bonds  and  the  subsequent  foi'gers  of 
those  bonds.  He  initially  identified  bonds  from  39  cases  as  to  whether 
he  handled  them  or  whether  they  wei-e  foi-ged  by  people  he  kiu'w.  A 
subsequent  lengthy  investigation  was  conducted  by  the  Secret  Service, 
which  developed  other  information  and  informants  that  resulted  in  the 
arrest  and  indictment  of  18  persons,  including  the  suspect  foi-  the 
forgery  and  conspiracy  to  forge  approximately  $500,000  in  stolen  U.S. 
savings  bonds  and  postal  money  orders.  Pi-ior  to  trial,  seven  defendants 
entered  guilty  pleas  and  were  subsequently  placed  on  ]:)robation.  One 
defendant  entered  a  guilty  plea,  and  was  sentenced  to  3  years'  impris- 
onment. The  indictment  against  a  woman  defendant  was  disjnissed. 
The  remaining  defendants  were  found  guilty  by  jury  trial  lasting  fi-om 
January  ?>-28,  1972,  and  were  sentenced  to  terms  ranging  from  1  to  10 
years  in  prison. 

Another  bond  case  commenced  on  March  27,  1970,  when  a  $1,000 
stolen  savings  bond  was  forged  and  I'edeemed  at  a  savings  and  loan 
association  in  Xatick,  Mass.  A  bank  surveillance  photograph  was  taken 
of  the  individual  during  the  ti-ansaction.  Prior  to  referral  of  this  bond 
to  the  Secret  Serxice  in  Boston  foi-  investigation,  it  was  associatiMl  by 
the  Secret  Service  Forgery  Division  in  Wasliinaton  to  an  unidentified 
forger  believed  responsible  for  498  additional  bonds  in  12  cases  in 
Boston,  Providence,  and  New  Haven.  Other  refei-rals  received  aftei"  the 
original  bond  increased  these  totals  to  1,123  bonds  for  20  registered 
owners,  face  value  $74,850,  which  were  attributed  to  the  foi-ger.  In- 
vestigation by  tlu'  Boston  office  identified  the  bank  surveillance  plioto- 
gi'aph  as  a  close  associate  of  a  ])i'eviously  suspcn-tcMl  fence  of  stolen 
bonds  in  the  New  England  area.  On  March  10,  1971,  the  suspect  in  the 
photograph  was  ai-rested  by  the  Secret  Service,  l^pon  (luestioning  he 
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admitted  the  forgery  and  negotiation  of  all  the  bonds  that  had  been 
associated  with  the  original  bond. 

In  early  May  1971,  an  informant  advised  the  Boston  office  that  the 
suspect  and  the  fence  were  planning  to  redeem  a  package  of  bonds  at  a 
bank  in  Woburn,  Mass.  On  May  14, 1971,  surveillance  was  maintained 
at  the  bank  where  the  suspect  attempted  to  redeem  the  bonds  and  was 
refused  by  the  bank.  Upon  leaving  the  bank,  he  joined  the  fence  and 
they  were  both  placed  under  arrest.  Upon  questioning,  the  fence  ad- 
mitted his  involvement  in  the  negotiation  of  stolen  bonds  over  a  3-year 
period.  He  identified  his  source  of  stolen  bonds  and  subsequent  forgers 
he  used  to  redeem  them.  A  total  of  1,703  bonds,  face  value  $110,425, 
were  identified  as  handled  bj^  him.  It  is  believed  he  is  responsible  for 
other  bonds  which  were  not  identified  by  him.  On  July  12,  1971,  the 
suspect  entered  a  guilty  plea  and  was  sentenced  to  2  years'  imprison- 
ment, with  the  sentence  suspended.  He  was  placed  on  probation  for  5 
years.  On  March  3,  1972,  the  fence  entered  a  guilty  plea  and  on 
March  29, 1972,  was  sentenced  to  3  years'  imprisonment. 

Check  forgery  investigations 

As  a  result  of  the  increased  number  of  check  investigations,  the  Secret 
Service  initiated  the  check  squad  system  in  a  number  of  metropolitan 
area  offices.  Through  this  concentrated  utilization  of  manpower,  agents 
closed  87,566  cases  during  the  fiscal  year  comjjared  with  59,675  dur- 
ing last  fiscal  year.  This  47-percent  increase  is  significant,  particularly 
since  it  was  accompanied  by  a  29-percent  increase  in  arrests — from 
2,910  to  3,751 — during  the  same  period. 

The  Secret  Service  will  continue  to  concentrate  its  check  investiga- 
tion efforts  in  these  priority  areas  during  the  coming  fiscal  year.  At  the 
conclusion  of  the  current  campaign  year,  substantial  additional  man- 
power will  be  diverted  to  the  reduction  of  check  investigation  back- 
logs. The  following  are  tAvo  cases  involving  multiple  check  forgeries 
in  fiscal  1972. 

Check  cases 

An  individual  was  arrested  July  3,  1971,  in  Anderson,  Ind.,  after 
being  observed  stealing  U.S.  Treasury  checks  from  apartment  house 
mailboxes  in  that  city.  He  was  chased  on  foot  by  a  person  who  was 
expecting  her  monthly  check  and  was  apprehended  a  short  distance 
away  by  a  gas  station  attendant  who  heeded  the  screams  of  the  woman. 
The  man,  62  yeai^  of  age,  has  an  extensive  criminal  record  dating  back 
to  1930  and  has  served  sentences  in  penitentiaries  at  Columbus,  Ohio, 
and  Joliet  and  Menard,  111.  On  November  23,  1949,  he  received  a  2- 
year  sentence  at  the  U.S.  Penitentiary,  I^avenworth,  Kans.,  for  the 
forging  and  uttering  of  a  Treasury  check.  Other  convictions  of  this 
defendant  have  primarily  been  for  forgery.  He  was  released  from  the 
Illinois  State  Penitentiary  at  Menard  on  September  28,  1966,  and 
stalled  stealing  checks  during  the  early  part  of  January  1967.  He 
continued  this  activity,  almost  on  a  monthly  basis,  until  his  arrest  in 
July  1971.  Operating  alone  primarily  in  the  Midwest  and  the  South, 
he  stole  three  ot-  four  checks  a  month,  enough  to  cover  his  expenses 
for  that  period  of  time.  The  Secret  Service  Forgery  Division  has  asso- 
ciated 190  Treasury  chocks  witli  an  approximate  value  of  $17,000  to 
him  during  his  latest  check  stealing  and  forgery  operation.  On  Sep- 
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tember  17,  1971,  he  pled  giiilty  to  14  cliar^s  in  Indianapolis,  Ind.,  and 
Avas  sentenced  to  12  years. 

In  another  check  forgery  investigation,  the  owner  of  a  supemiarket 
locat^^d  in  Harlem,  New  York  City,  received  stolen  U.S.  Treasury 
checks  from  \'arions  unnamed  postal  employees  in  New  Yoi-k  City 
and  deposited  these  checks  to  fictitious  accounts  at  banks  in  that  city. 
A  bank  employee  became  suspicious  when  a  large  number  of  these 
checks  were  returned  as  forgeries  and  correspondence  froui  the  bank 
to  the  accoimt  of  the  supermarket  was  returned  as  nondeliverable. 
Surveillance  was  established  at  this  bank  and  an  accomplice  of  the 
supermarket  owner  was  arrested  on  April  80, 1970,  attempting  to  make 
a  cash  withdrawal.  She  was  questioned  and  admitted  forging  some 
of  the  checks  Imt  said  the  bulk  were  signed  when  she  received  them 
from  the  supermarket  owner.  A  voluntary  search  was  conducted  at 
the  woman's  apartment  and  1^1  Treasury  checks,  scmie  of  which  were 
signed,  and  20  U.S.  savings  bonds  were  located.  During  the  search  the 
supermarket  owner  entered  the  apartment  and  was  also  arrested.  Both 
were  arraigned  the  same  day  and  released  on  $2,000  bail.  The  owner 
continued  liis  che<'k  operation  after  the  above  arrest  using  the  same 
method  of  operation.  He  was  subsequently  arrested  on  July  24,  1970, 
and  again  on  March  24,  1971,  on  the  same  charges.  Both  tlie  owner  and 
the  Avoman  pleaded  guilty  to  forging  and  uttering  l".S.  Treasury 
checks  and  the  man  was  sentenced  to  4  years  in  prison.  The  woman 
was  sentenced  to  2  years  probation.  To  date,  o6iS  U.S.  Treasury  checks 
have  been  associated  in  this  case  with  an  approximate  value  of  $75,000 
dating  back  to  March  1970. 

Treasury  Security  Force 

The  Ti-easury  Security  Force,  wliich  has  the  responsil)ility  for  secur- 
ing the  Main  Treasui'v  Building  and  Treasury  Annex,  continued  an 
intensive  inservice  trainiug  ]irogram  during  fiscal  1972.  Over  1,600 
man-houi's  were  exi)endod  on  inservice  training. 

During  fiscal  1972,  Treasury  Security  P^orce  Officers  made  25  felony 
arrests  at  the  Main  Ti-easury  l^uilding.  The  majority  of  the  arrests 
made  wei-e  in  the  main  cash  room  when  individuals  attempted  to  forge 
and  cash  stolen  T'.S.  Treasury  checks.  The  savings  to  the  Government 
in  preventing  the  cashing  of  these  forged  checks  was  over  $6,284. 

This  Force  has  had  special  classes  in  bouibs  and  explosives  and  bomb 
scene  officer  training,  and  meuibers  have  attended  a  GSA  Federal 
Executive  Seuiinar  on  the  pi'otection  of  Federal  pei'somiel  and  prop- 
erty and  an  FBI  Riot  Control  School.  They  luive  also  received  special 
internal  training  on  the  search,  seizure  and  detention  of  prisoners: 
fire  prevention;  report  writing;  arrest  techniques;  bomb  threats  and 
explosives;  crowds,  mobs  and  riot  control :  telephone  usage;  first  aid; 
and  alarm  respouse  ]irocedures. 

Organized  crime 

The  Secret  Service  contimies  to  particii)ate  in  the  oiganized  criuie 
strike  foive  effort  of  the  Department  of  Justice.  There  are  IS  special 
agents  assigned  to  operating  strike  forces  tliroughout  the  country. 
They  are  presently  involved  in  \-M')  separate  investigations  designated 
as  organized  crime  cases.  During  fiscal  1972,  Secret  Service  personnel 
expended  105,598  man-hours  in  this  category. 
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Public  Debt  Operations,  Regulations,  and  Legislation 

During  fiscal  1972  there  were  no  offerings  of  marketable  Treasury  certificates 
of  indebtedness. 

Exhibit  1.— Treasury  notes 

Two  Treasury  circulars — one  containing  an  exchange  offering  and  one  covering 
an  auction  for  cash  with  prices  established  through  competitive  bidding — are  re- 
produced in  this  exhibit.  Circulars  pertaining  to  the  other  note  offerings  during 
fiscal  19T2  are  similar  in  form  and  therefore  are  not  reproduced  in  this  report. 
However,  essential  details  for  each  offering  are  summarized  in  the  table  in  this 
exhibit,  and  allotment  data  for  the  new  notes  will  be  shown  in  table  37  in  the 
Statistical  Appendix. 

DEPARTMENT  CIRCULAR  NO.  11-71.  PUBLIC  DEBT 

The  Department  of  the  Treasury, 

Washington,  October  28,  1971. 

I.    offering  of  notes 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended,  offers  notes  of  the  United  States,  designated  6 
percent  Treasury  Notes  of  Series  B-1978,  at  99.75  percent  of  their  face  value,  in 
exchange  for  the  following  securities,  singly  or  in  combinations  aggregating 
$1,000  or  multiples  thereof : 

(1)  3%  percent  Treasury  Bonds  of  1971,  dated  May  15,  1962.  due  Novem- 
ber 15,  1971 ; 

(2)  5%  percent  Treasury  Notes  of  Series  B-1971,  dated  November  15,  1966. 
due  November  15,  1971 ; 

(3)  7%  percent  Treasury  Notes  of  Series  G-'1971,  dated  May  15,  1970,  due 
November  15,  1971 ; 

(4)  4%  percent  Treasury  Notes  of  Series  B-1972,  dated  May  15,  1967,  due 
May  15,  1972,  with  a  cash  payment  of  $0.13322  per  $1,000  to  the  United 
States ; 

(5)  6%  percent  Treasury  Notes  of  Series  D-1972,  dated  November  16,  1970, 
due  May  15,  1972,  with  a  cash  payment  of  $9.61515  per  $1,000  to  sub- 
scribers ; 

(6)  4  percent  Treasury  Bonds  of  1972,  dated  September  15,  1962,  due  Au- 
gust 15,  1972,  with  a  cash  payment  of  $5.89353  per  $1,000  to  the  United 
States ;  or 

(7)  5  percent  Treasury  Notes  of  Series  E-1972,  dated  May  15,  1971,  due 
August  15,  1972,  with  a  cash  payment  of  $1.36700  per  $1,000  to  sub- 
scribers. 

Interest  will  be  adjusted  on  the  securities  due  in  1972  as  of  November  15,  1971. 
Payments  on  account  of  accrued  Interest  and  cash  adjustments  will  be  made  as 
set  forth  in  Section  IV  hereof.  The  amount  of  this  offering  will  be  limited  to  the 
amount  of  eligible  securities  tendered  in  exchange.  The  books  will  be  open  until 
8 :00  p.m.,  local  time,  November  3, 1971,  for  the  receipt  of  subscriptions. 

2.  In  addition,  holders  of  the  securities  enumerated  in  Paragraph  1  of  this 
section  are  offered  the  privilege  of  exchanging  all  or  any  part  of  them  for  6% 
percent  Treasury  Bonds  of  1986,  which  offering  is  set  forth  in  Department  Cir- 
cular, Public  Debt  Series — No.  12-71,  issued  simultaneously  with  this  circular. 

II.  description  of  notes 

1.  The  notes  will  be  dated  November  15.  1971.  and  will  bear  interest  from  that 
date  at  the  rate  of  6  percent  per  annum,  payable  semiannually  on  May  15  and 
November  15  in  each  year  until  the  principal  amount  becomes  payable.  They  will 
mature  November  15,  1978,  and  will  not  be  subject  to  call  for  redemption  prior 
to  maturity. 
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2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance,  gift 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxa- 
tion now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any  State, 
or  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authority. 

3.  The  notes  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  couiwns  attached,  and  notes  registered  as  to 
principal  and  interest,  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000, 
$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  notes  of 
different  denominations  and  of  coupon  and  registered  notes,  and  for  the  transfer 
of  registered  notes,  under  rules  and  regulations  prescribed  by  the  Secretary  of 
the  Treasury. 

5.  The  notes  will  be  subject  to  the  general  regulations  of  the  Department  of  the 
Treasury,  now  or  hereafter  prescribed,  governing  United  States  notes. 

III.    SUBSCRIPTION  AND  ALLOTMENT 

1.  Subscriptions  accepting  the  offer  made  by  this  circular  \^ill  be  received  at 
the  Federal  Re.'>erve  Banks  and  Branches  and  at  the  Office  of  the  Treasurer  of 
the  United  States,  Washington,  D.C.  20220.  Banking  institutions  generally  may 
submit  subscriptions  for  account  of  customers,  but  only  the  Federal  Reserve 
Banks  and  the  Department  of  the  Treasury  are  authorized  to  act  as  official 
agencies. 

2.  Under  the  Second  Liberty  Bond  Act,  as  amended,  the  Secretary  of  the  Treas- 
ury has  the  authority  to  reject  or  reduce  any  subscription,  and  to  allot  less  than 
the  amount  of  notes  applied  for  when  he  deems  it  to  be  in  the  public  interest ; 
and  any  action  he  may  take  in  these  respects  shall  be  final.  Subject  to  the  exer- 
cise of  that  authority,  all  subscriptions  uill  be  allotted  in  full. 

IV.    PAYMENT 

1.  Payment  for  the  face  amount  of  notes  allotted  hereunder  must  be  made 
on  or  before  November  15,  1971,  or  on  later  allotment,  and  may  be  made  only  in 
a  like  face  amount  of  securities  of  the  issues  enumerated  in  Paragraph  1  of 
Section  I  hereof,  which  should  accompany  the  sub.scription.  Payment  will  not 
be  deemed  to  have  been  completed  where  registered  notes  are  requested  if  the 
appropriate  identifying  number  as  required  on  tax  returns  and  other  documents 
submitted  to  the  Internal  Revenue  Service  (an  individual's  social  security  num- 
ber or  an  employer  identification  number)  is  not  furnished.  Payments  due  to  sub- 
scribers will  be  made  by  check  or  by  credit  in  any  account  maintained  by  a  bank- 
ing institution  with  the  Federal  Reserve  Bank  of  its  District,  following  acceptance 
of  the  securities  surrendered.  In  the  case  of  registered  securities,  the  payment 
will  be  made  in  accordance  with  the  assignments  thereon. 

2.  5%  percent  hands  of  1971,  5%  percent  notes  of  Series  B-1971  and  7% 
percent  notes  of  Series  G-1971. — When  payment  is  made  with  securities  in  bearer 
form,  coupons  dated  November  15.  1971,  should  be  detached  and  cashed  when 
due.^  A  cash  payment  of  $2.50  i>er  $1,000  on  account  of  the  issue  price  of  the 
new  notes  will  be  made  to  subscribers. 

3.  4%  percent  notes  of  Scries  B-1972. — When  payment  is  made  with  notes  in 
bearer  form,  coupons  dated  May  15,  1972,  must  be  attached  (November  15,  1971, 
coupons  should  be  detached^)  to  the  notes  when  surrendered.  The  payment  on 
account  of  the  i.ssue  price  of  the  new  notes  ($2.50  per  $1,000)  wnll  be  credited, 
the  payment  due  the  United  States  ($0.13322  per  $1,000)  will  be  charged,  and 
the  difference  ($2.36678  per  $1,000)  will  be  paid  to  sub.scribers. 

4.  6%  percent  notes  of  Scries  J)-1972. — When  payment  is  made  with  notes  in 
bearer  form,  coupons  dated  May  15,  1972,  must  be  attached  (November  15,  1971, 
coupons  should  be  detached  ^)  to  the  notes  when  surrendered.  The  payment  on  ac- 
count of  the  issue  price  of  the  new  notes  ($2..50  per  $1,000)  plus  the  cash  payment 
of  $9.61515  per  $1,000,  a  total  of  $12.11515  per  $1,000.  will  be  paid  to  subscribers. 

5.  4  percent  hands  of  August  15,  1972. — When  payment  is  made  with  bonds  in 
bearer  form,  coupons  date<l  February  15  and  August  15,  1972,  must  be  attached 
to  the  bonds  when  surrendered.  Accrued  interest  from  August  15  to  November  15, 


^  Interost  duo  on  November  1,5,  1971.  on  reKlstered  securities  will  be  paid  l».v  Issue  of 
Interest  checks  In  regular  course  to  holders  of  record  on  October  15,  1971,  the  date  the 
transfer  books  closed. 
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1971  ($10.00  per  $1,000)  plus  the  payment  on  account  of  the  issue  price  of  the 
new  notes  ($2.50  per  $1,000)  will  be  credited,  the  payment  due  the  United  States 
($5.89353  per  $1,000)  will  be  charged,  and  the  difference  ($6.60647  per  $1,000) 
will  be  paid  to  subscribers. 

6.  5  percent  notes  of  Series  E-1972. — When  payment  is  made  with  notes  in 
bearer  form,  coupons  dated  February  15  and  August  15,  1972,  must  be  attached 
to  the  notes  When  surrendered.  Accrued  interest  from  August  15  to  November  15, 
1971  ($12.50  per  $1,(X)0),  the  payment  on  account  of  the  issue  price  of  the  new 
notes  ($2.50  per  $1,000)  and  the  cash  payment  ($1.36700  per  $1,000),  a  total  of 
$16.36700  per  $1,000  will  be  paid  to  subscribers. 

V.    ASSIGNMENT  OF  REGISTERED  SECURITIES 

1.  Registered  securities  tendered  in  payment  for  notes  offered  hereunder 
should  be  assigned  by  the  registered  payees  or  assignees  thereof,  in  accordance 
with  the  general  regulations  of  the  Department  of  the  Treasury  governing  assign- 
ments for  transfer  or  exchange,  in  one  of  the  forms  hereafter  set  forth,  and 
thereafter  should  be  surrendered  with  the  subscription  to  a  Federal  Reserve 
Bank  or  Branch  or  to  the  Office  of  the  Treasurer  of  the  United  States,  Washing- 
ton, D.C.  20220.  The  securities  must  be  delivered  at  the  expense  and  risk  of  the 
holder.  If  the  notes  are  desired  registered  in  the  same  name  as  the  securities 
surrendered,  the  assignment  .should  be  to  "The  Secretary  of  the  Treasury  for 
exchange  for  6  percent  Treasury  Notes  of  Series  B-1978"  ;  if  the  notes  are  desired 
registered  in  another  name,  the  assignment  should  be  to  "The  Secretary  of  the 
Treasury  for  exchange  for  6  percent  Treasury  Notes  of  Series  B-1978  in  the 

name  of "  ;  if  notes  in  coupon  form  are  desired,  the  assignment  should 

be  to  "The  Secretary  of  the  Treasury  for  exchange  for  6  percent  Treasury  Notes 
of  Series  B-1978  in  coupon  form  to  be  delivered  to ". 

VI.    GENERAL  PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  subscriptions,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  issue  such  notices  as  may  be 
necessary,  to  receive  payment  for  and  make  delivery  of  notes  on  full-paid  sub- 
scriptions allotted,  and  they  may  issue  interim  receipts  pending  delivery  of  the 
definitive  notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

John  B.  Connally, 
Secretary  of  the  Treasury. 


DEPARTMENT  CIRCULAR  NO.  4-72.  PUBLIC  DEBT 

The  Department  of  the  Treasury, 

Washington,  March  22,  1972. 

I.    OFFERING  OF  NOTES 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act.  as  amended,  invites  tenders  at  a  price  not  less  tlian  99.26 
percent  of  their  face  value  for  $1,750,000,000,  or  thereabouts,  of  notes  of  the 
United  States,  designated  5%  percent  Treasury  Notes  of  Series  F-1975.  Tenders 
will  be  received  up  to  1 :30  p.m..  Eastern  Standard  time,  Tuesday,  March  28, 
1972.  The  notes  will  be  issued  under  comi^etitive  and  noncompetitive  bidding, 
as  set  forth  in  Section  III  hereof. 

II.    DESCRIPTION    OF   NOTES 

1.  The  notes  will  be  dated  April  3,  1972,  and  will  bear  interest  from  that  date 
at  the  rate  of  5%  percent  per  annum,  payable  on  a  semiannual  basis  on  Novem- 
ber 15,  1972,  and  thereafter  on  May  15  and  November  15  in  each  year  until  the 
principal  amount  becomes  payable.  They  will  mature  May  15,  1975,  and  will  not 
be  subject  to  call  for  redemption  prior  to  maturity. 


170   1972  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under 
the  Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance, 
gift  or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all 
taxation  now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any 
State,  or  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing 
authority. 

3.  The  notes  will  be  acceptable  to  secure  deiwsits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  coupons  attached,  and  notes  registered  as  to 
principal  and  interest,  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000, 
$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  notes  of 
different  denominations  and  of  coupon  and  registered  notes,  and  for  the  transfer 
of  registered  notes,  imder  rules  and  regulations  prescribed  by  the  Secretary  of 
the  Treasury. 

5.  The  notes  will  be  subject  to  the  general  regulations  of  The  Department  of 
the  Treasury,  now  or  hereafter  prescribed,  governing  United  States  notes. 

in.   TENDERS   AND   ALLOTMENTS 

1.  Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  and  at 
the  Office  of  the  Treasurer  of  the  United  States,  Washington,  D.C.  20220,  up  to 
the  closing  hour,  1 :30  p.m.,  Eastern  Standard  time,  Tuesday,  March  28,  1972. 
Each  tender  must  state  the  face  amount  of  notes  bid  for,  which  must  be  $1,000 
or  a  multiple  thereof,  and  the  price  offered,  except  that  in  the  case  of  noncom- 
petitive tenders  the  term  "noncompetitive"  should  be  used  in  lieu  of  a  price.  In 
the  case  of  competitive  tenders,  the  price  must  be  expressed  on  the  basis  of  100, 
with  two  decimals,  e.g.,  100.00.  Tenders  at  a  price  less  than  99.26  will  not  be 
accepted.  Fractions  may  not  be  used.  Noncompetitive  tenders  from  any  one 
bidder  may  not  exceed  $200,000.  It  is  urged  that  tenders  be  made  on  the  printed 
forms  and  forwarded  in  the  special  envelopes  marked  "Tender  for  Treasury 
Notes",  which  will  be  supplied  by  Federal  Reserve  Banks  on  application  therefor. 

2.  Commercial  banks,  which  for  this  purpose  are  defined  as  banks  accepting 
demand  deposits,  may  submit  tenders  for  account  of  customers  provided  the 
nam&s  of  the  customers  are  set  forth  in  such  tenders.  Others  than  commercial 
banks  will  not  be  permitted  to  submit  tenders  except  for  their  own  account. 
Tenders  will  be  received  without  deposit  from  banking  institutions  for  their  own 
account.  Federally-insured  savings  and  loan  association.s.  States,  political  sub- 
divisions or  instrumentalities  thereof,  public  i^ension  and  retirement  and  other 
public  funds,  international  organizations  in  which  the  United  States  holds  mem- 
bership, foreign  central  banks  and  foreign  States,  dealers  who  make  primary 
markets  in  Government  securities  and  report  daily  to  the  Federal  Reserve  Bank 
of  New  York  their  positions  with  resi>ect  to  Government  securities  and  borrow- 
ings thereon,  and  Government  accountsi  Tenders  from  others  must  be  accom- 
panied by  payment  of  5  j^ercent  of  the  face  amount  of  notes  applied  for. 

3.  Immediately  after  the  closing  hour  tenders  will  be  opened,  following  which 
public  announcement  will  be  made  by  The  Department  of  the  Treasury  of  the 
amount  and  price  range  of  accepted  bids.  Those  submitting  tenders  will  be 
advised  of  the  acceptance  or  rejection  thereof.  In  considering  the  acceptance  of 
tenders,  those  at  the  highest  prices  will  be  accepted  to  the  extent  required  to 
attain  the  amount  offered.  Tenders  at  the  lowest  accepted  price  will  be  prorated 
if  necessary.  The  Secretary  of  the  Treasury  expressly  reserves  the  right  to 
accept  or  reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any 
such  respect  shall  be  final.  Subject  to  these  reservations,  noncomiietitive  tenders 
for  $200,000  or  less  without  stated  price  from  any  one  bidder  will  be  accepted 
in  full  at  the  average  price ^  (in  two  decimals)  of  accepted  comi>etitive  tenders. 

4.  All  bidders  are  required  to  agree  not  to  purchase  or  to  .sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any 
notes  of  this  issue  at  a  specific  rate  or  price,  until  after  1 :30  p.m.,  Eastern 
Standard  time,  Tuesday,  March  28,  1972. 

5.  Commercial  banks  in  submitting  tenders  will  be  required  to  certify  that 
tbey  have  no  beneficial  interest  in  any  of  the  tenders  they  enter  for  the  account 
of  their  customei^s.  and  that  their  customers  have  no  beneficial  interest  in  the 
banks'  tenders  for  their  own  account. 


^  Average  price  may  be  at,  or  more  or  less  than  100.00. 
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IV.    PAYMENT 

1.  Settlement  for  accepted  tenders  in  accordance  with  the  bids  must  be  made 
or  completed  on  or  before  April  3,  1972,  at  the  Federal  Reserve  Bank  or  Branch 
or  at  the  Office  of  the  Treasurer  of  the  United  States,  Washington,  D.O.  20220, 
in  cash  or  other  funds  immediately  available  by  that  date.  Payment  will  not  be 
deemed  to  have  been  completed  where  registered  notes  are  requested  if  the  ap- 
propriate identifying  number  as  required  on  tax  returns  and  other  documents 
submitted  to  the  Internal  Revenue  Service  (an  individual's  social  security  num- 
ber or  an  employer  identification  number)  is  not  furnished.  In  every  case  where 
full  payment  is  not  completed,  the  payment  with  the  tender  up  to  5  percent  of 
the  amount  of  notes  allotted  shall,  upon  declaration  made  by  the  Secretary  of 
the  Treasury  in  his  discretion,  be  forfeited  to  the  United  States.  Any  qualified 
depo.sitary  will  be  permitted  to  make  settlement  by  credit  in  its  Treasury  Tax 
and  Loan  Account  for  notes  allotted  to  it  for  itself  and  its  customers. 

v.   GENERAL  PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  tenders,  to  make  such  allotments  as  may  be  prescribed 
by  the  Secretary  of  the  Treasury,  to  i-ssue  such  notices  as  may  be  necessary,  to 
receive  payment  for  and  make  delivery  of  notes  on  full-paid  tenders  allotted, 
and  they  may  issue  interim  receipts  pending  delivery  of  the  definitive  notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time, 
prescribe  supplemental  or  amendatory  rules  and  regulations  governing  the  offer- 
ing, which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

John  B.  Ck)NNALLY, 
Secretary  of  the  Treasury. 
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Exhibit  2. — Treasury  bonds 

Two  Treasury  circulars — one  containing  an  exchange  offering  and  one  covering 
an  auction  for  casli  with  prices  established  tlirough  competitive  bidding — are 
reproduced  in  this  exhibit.  Circulars  pertaining  to  two  other  offerings  are  similar 
in  form  and  therefore  are  not  reproduced  in  this  report.  However,  essential  details 
for  each  offering  are  summarized  in  the  table  in  this  exhibit,  and  allotment  data 
for  the  new  bonds  will  be  shown  in  table  38  in  the  Statistical  Appendix. 

DEPARTMENT  CIRCULAR  NO.  2-72.  PUBLIC  DEBT 

The  Department  of  the  Treasury, 

Washington,  January  27, 1912. 

I.  offering  of  bonds 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second  Lib- 
erty Bond  Act,  as  amended,  offers  bonds  of  the  United  States,  designated  6% 
percent  Treasury  Bonds  of  1982,  at  par,  in  exchange  for  the  following  securities, 
singly  or  in  combinations  aggregating  $1,000  or  multiples  thereof: 

(1)  4%  percent  Treasury  Notes  of  Series  A-1972,  dated  February  15,  1967, 
due  February  15,  1972  ; 

(2)  7%  percent  Treasury  Notes  of  Series  C-1972,  dated  August  17,  1970,  due 
February  15,  1972 ; 

(3)  4  percent  Treasury  Bonds  of  1972,  dated  November  15,  1962,  due  Febru- 
ary 15,  1972 ; 

(4)  7%  percent  Treasury  Notes  of  Series  C-1974,  dated  August  15,  1970,  due 
February  15,  1974,  with  a  cash  payment  of  $53.21583  per  $1,000  to 
subscribers ; 

(5)  4%  percent  Treasury  Bonds  of  1974,  dated  January  15,  1965,  due  Febru- 
ary 15,  1974,  with  a  cash  payment  of  $14.40167  per  $1,000  to  the  United 
States ; 

(6)  714  percent  Treasurj'  Notes  of  Series  D-1974,  dated  November  15,  1970, 
due  May  15,  1974,  with  a  cash  payment  of  $47.56228  per  $1,000  to  sub- 
scribers ;  or 

(7)  41/i  percent  Treasury  Bonds  of  1974,  dated  May  15,  1964,  due  May  15, 
1974,  with  a  cash  payment  of  $15.04946  per  $1,000  to  the  United  States. 

Interest  will  be  adjusted  on  the  securities  due  in  1974  as  of  February  15,  1972. 
Payments  on  account  of  accrued  interest  and  cash  adjustments  will  be  made  as  set 
forth  in  Section  IV  here_of.  In  addition,  the  Secretary  of  the  Treasury  offers  the 
bonds  to  natural  persons  in  their  own  right  for  cash,  not  to  exceed  $10,000  to  any 
one  person.  The  books  will  be  open  until  5 :00  p.m.,  local  time,  February  2,  1972, 
for  the  receipt  of  subscriptions. 

2.  In  addition,  holders  of  the  securities  maturing  on  February  15,  1972, 
enumerated  in  Paragraph  1  of  this  section  are  offered  the  privilege  of  exchanging 
all  or  any  part  of  them  for  5%  percent  Treasury  Notes  of  Series  E-1976,  which 
offering  is  set  forth  in  Department  Circular,  Public  Debt  Series — No.  1-72,  issued 
simultaneously  with  this  circular. 

3.  Optional  recognition  of  gain  or  loss  for  Federal  income  tax  purposes  on  secu- 
rities due  in  J 97 4- — Pursuant  to  the  provisions  of  section  1037(a)  of  the  Internal 
Revenue  Code  of  1954,  the  Secretary  of  the  Treasury  hereby  declares  that  gain  or 
loss  for  Federal  income  tax  puriJOses  upon  the  exchange  with  the  Ihiited  States  of 
the  securities  due  in  1974  enumerated  in  Paragraph  1  of  this  section  solely  for 
the  6%  percent  Treasury  Bonds  of  1982  may  be  recognized  either — 

(1 )  In  the  taxable  year  of  the  exchange,  or 

(2)  In  the  taxable  year  of  disposition  or  redemption  of  the  new  obligations. 

In  the  case  of  either  option,  any  gain  realized  cm  the  exchange  to  the  extent  that 
money  (other  than  as  an  interest  adjustment)  is  received  by  the  security  holder 
in  connection  with  the  exchange  must  be  recognized  as  gain  for  the  taxable  year 
of  the  exchange. 

ir.    DESCRIPTION   OF   BONDS 

1.  The  bonds  will  be  dated  February  15,  1072,  and  will  bear  interest  from  that 
date  at  the  rate  of  6%  percent  per  annum,  payable  semiannually  on  August  15, 
1972,  and  thereafter  on  February  15  and  August  15  in  each  year  until  the  principal 
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amount  becomes  payable.  They  will  mature  February  15,  1982,  and  will  not  be 
subject  to  call  for  redemption  prior  to  maturity. 

2.  The  income  derived  from  the  bonds  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  bonds  are  subject  to  estate,  inheritance,  gift, 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation 
now  or  hereafter  impK)sed  on  the  principal  or  interest  thereof  by  any  State,  or  any 
of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authoricy. 

3.  The  bonds  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  bonds  with  interest  coupons  attached,  and  bonds  registered  as  to  prin- 
cipal and  interest,  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000, 
$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  bonds  of 
different  denominations  and  of  coupon  and  registered  bonds,  and  for  the  transfer 
of  registered  bonds,  under  rules  and  regulations  prescribed  by  the  Secretary  of  the 
Treasury. 

5.  The  bonds  will  be  subject  to  the  general  regulations  of  the  Department  of 
the  Treasury,  now  or  hereafter  prescribed,  governing  United  States  bonds. 

m.  suBSCBipnoN  and  allotment 

1.  Subscriptions  accepting  the  oflFer  made  by  this  circular  will  be  received  at  the 
Federal  Reserve  Banks  and  Branches  and  at  the  Office  of  the  Treasurer  of  the 
United  States,  WashingtMi,  D.C.  20220.  Only  the  Federal  Reserve  Banks  and  the 
Department  of  the  Treasury  are  authorized  to  act  as  official  agencies.  Banking 
institutions  generally  may  submit  subscriptions  for  account  of  customers,  pro- 
vided the  names  of  customers  subscribing  for  ca^  are  set  forth  in  such  subscrip- 
tions. Others  than  banking  institutions  will  not  be  permitted  to  enter  cash 
subscriptions  except  for  their  own  account. 

2.  Cash  subscriptions,  which  may  not  exceed  $10,000  from  any  one  person,  must 
be  accompanied  by  payment  of  10  percent  of  the  face  amount  of  bonds  applied  for. 

3.  Banking  institutions  in  submitting  cash  subscriptions  for  customers  will  be 
required  to  certify  that  they  have  no  beneficial  interest  in  any  such  subscriptions. 

4.  Under  the  Second  Liberty  Bond  Act,  as  amended,  the  Secretary  of  the  Treas- 
ury has  the  authority  to  reject  or  reduce  any  subscription,  and  to  allot  less  than 
the  amount  of  bonds  applied  for  when  he  deems  it  to  be  in  the  public  interest ;  and 
any  action  he  may  take  in  these  respects  shall  be  final.  Subject  to  the  exercise 
of  that  authority,  all  subscriptions  will  be  allotted  in  full. 

IV.    PAYMENT 

1.  Payment  for  the  face  amount  of  bonds  allotted  hereunder  in  exchange  for 
securities  of  the  issues  enumerated  in  Paragraph  1  of  Section  I  hereof,  must  be 
made  on  or  before  February  15,  1972,  or  on  later  allotment,  and  may  be  made  only 
in  a  like  face  amount  of  such  securities,  which  should  accompany  the  subscrip- 
tion. On  cash  subscriptions  payment  at  par  and  accrued  interest,  if  any,  for  bonds 
allotted  hereunder,  must  be  completed  on  or  before  February  15,  1972,  in  cash  or 
other  funds  fully  collectible  by  that  date.  In  every  case  where  full  payment  is 
not  completed,  the  payment  with  the  application  up  to  10  percent  of  the  amount 
of  bonds  allotted  shall,  upon  declaration  made  by  the  Secretary  of  the  Treasury 
in  his  discretion,  be  forfeited  to  the  United  States.  Payment  will  not  be  deemed  to 
have  been  completed  where  registered  bonds  are  requested  if  the  appropriate 
identifying  number  as  required  on  tax  returns  and  other  documents  submitted  to 
the  Internal  Revenue  Service  (an  individual's  social  security  number  or  an  em- 
ployer identification  number)  is  not  furnished.  Payments  due  to  subscribers 
(paragraphs  3  and  5  below)  will  be  made  by  check  or  by  credit  in  any  account 
maintained  by  a  banking  institution  with  the  Federal  Reserve  Bank  of  its  Dis- 
trict, following  acceptance  of  the  securities  surrendered.  In  the  case  of  registered 
securities,  the  payment  will  be  made  in  accordance  with  the  assignments  thereon. 
Payments  due  from  subscribers  (paragraphs  4  and  6  below)  should  accompany 
the  subscription. 

2.  4%  percent  notes  of  Series  A-1972,  7%  percent  notes  of  Series  C-1912  and 
4  percent  bonds  of  1972. — When  payment  is  made  with  securities  in  bearer  form, 
coupons  dated  February  15,  1972,  should  be  detached  and  cashed  when  due.^ 

3.  7%  percent  notes  of  Series  C-1974. — When  payment  is  made  with  notes  in 
bearer  form,  coupons  dated  August  15,  1972,  and  all  subsequent  coupons,  must 


*  Interefit  due  on  February  15,  1972,  on  registered  securities  will  be  paid  by  issue  of 
interest  cheeks  in  regular  course  to  holders  of  record  on  January  14,  1972,  the  date  the 
transfer  books  closed. 
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be  attached  (February  15,  1972,  coupons  should  be  detached^)  to  the  notes  when 
surrendered.  The  cash  payment  of  $53.21583  per  $1,000  will  be  paid  to  subscribers. 

4.  4%  percent  bonds  of  1974- — When  payment  is  made  with  bonds  in  bearer 
form,  coupons  dated  August  15,  1972,  and  all  subsequent  coupons,  must  be  at- 
tached (February  15,  1972,  coupons  should  be  detached  i)  to  the  bonds  when  sur- 
rendered. The  cash  payment  of  $14.40167  per  $1,000  due  the  United  States  must 
be  paid  by  subscribers. 

5.  7%  percent  notes  of  Series  D-1974. — When  payment  is  made  with  notes  in 
bearer  form,  coupons  dated  May  15,  1972,  and  all  subsequent  coupons,  must  be 
attached  to  the  notes  when  surrendered.  Accrued  interest  from  November  15, 
1971,  to  February  15,  1972  ($18.32418  per  $1,000),  plus  the  cash  payment 
($47.56228  per  $1,000),  a  total  of  $65.88646  per  $1,000  will  be  paid  to  subscribers. 

6.  414  percent  bonds  of  1974- — When  payment  is  made  with  bonds  in  bearer 
form,  coupons  dated  May  15,  1972,  and  all  subsequent  coupons,  must  be  attached 
to  the  bonds  when  surrendered.  Accrued  interest  from  November  15,  1971,  to 
February  15,  1972  ($10.74176  per  $1,000),  will  be  credited,  the  cash  payment 
($15.04946  per  $1,000)  due  the  United  States  will  be  charged,  and  the  difference  of 
$4.40770  per  $1,000  must  be  paid  by  subscribers. 

V.    ASSIGNMENT   OF   REGISTERED    SECURITIES 

1.  Registered  securities  tendered  in  payment  for  bonds  offered  hereunder  should 
be  assigned  by  the  registered  payees  or  assignees  thereof,  in  accordance  with  the 
general  regulations  of  the  Department  of  the  Treasury  governing  assignments 
for  transfer  or  exchange,  in  one  of  the  forms  hereafter  set  forth,  and  thereafter 
should  be  surrendered  with  the  subscription  to  a  Federal  Reserve  Bank  or  Branch 
or  to  the  Office  of  the  Treasurer  of  the  United  States,  Washington,  D.C.  20220.  The 
securities  must  be  delivered  at  the  expense  and  risk  of  the  holder.  If  the  bonds 
are  desired  registered  in  the  same  name  as  the  securities  surrendered,  the  assign- 
ment should  be  to  "The  Secretary  of  the  Treasury  for  exchange  for  6%  percent 
Treasury  Bonds  of  1982"  ;  if  the  bonds  are  desired  registered  in  another  name,  the 
assignment  should  be  to  "The  Secretary  of  the  Treasury  for  exchange  for  6% 

percent  Treasury  Bonds  of  1982  in  the  name  of "  ;  if  bonds  in  coupon 

form  are  desired,  the  assignment  should  be  to  "The  Secretary  of  the  Treasury 
for  exchange  for  6%  percent  Treasury  Bonds  of  1982  in  coupon  form  to  be 
delivered  to ". 

VI.    GENERAL   PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  subscriptions,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  issue  such  notices  as  may  be  neces- 
sary, to  receive  payment  for  and  make  delivery  of  bonds  on  full-paid  subscrip- 
tions allotted,  and  they  may  issue  interim  receipts  pending  delivery  of  the  defini- 
tive bonds. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

John  B.  Connault, 
Secretary  of  the  Treasury. 


DEPARTMENT  CIRCULAR  NO.  6-72.  PUBLIC  DEBT 

The  Department  of  the  Treasubt, 

Washington,  April  27, 1972. 

I.  offering  of  bonds 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended,  invites  tenders  at  a  price  not  less  than  97.76  per- 
cent of  their  face  value  for  up  to  $500,000,000,  or  thereabouts,  of  bonds  of  the 
United  States,  designated  6%  percent  Treasury  Bonds  of  1982.  An  additional 
amount  of  the  bonds  may  be  allotted  by  the  Secretary  of  the  Treasury  to  Govern- 
ment accounts  and  Federal  Reserve  Banks  at  the  average  price  of  accepted 
tenders  in  exchange  for  Treasury  notes  maturing  May  15,  1972.  Tenders  will  be 


See  footnote  on  previous  page. 
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received  up  to  1 :30  p.m.,  Eastern  Daylight  Saving  time,  Tuesday,  May  2,  1972, 
under  competitive  and  noncompetitive  bidding,  as  set  fortli  in  Section  111  hereof. 
The  4%  percent  Treasury  Notes  of  Series  B-iy72  and  G%  percent  Treasury 
Notes  of  Series  D-1'J72,  maturing  May  15,  1U72,  will  be  accepted  at  par  in  pay- 
ment, in  wliole  or  in  part,  to  the  extent  tenders  are  allotted  by  the  Treasury. 

n.   DESCEIPTION   OF  BONDS 

1.  The  bonds  now  offered  will  be  identical  in  all  respects  with  the  6%  percent 
Treasury  Bonds  of  lti82  issued  pursuant  to  Department  Cii-cular,  I'uDlic  Debt 
Series — No.  2-72,  dated  January  27,  11)72,  except  that  interest  will  accure  from 
May  15,  1972.  With  this  exception  the  bonds  are  described  in  the  following  quo- 
tation from  Department  Circular  No.  2-72  : 

"1.  The  bonds  will  be  dated  February  15,  1972.  and  will  bear  interest  from  that 
date  at  the  rate  of  6%  percent  per  annum,  payable  semiannually  on  August  15, 
1972,  and  thereafter  on  February  15  and  August  15  in  each  year  until  the  principal 
amount  becomes  payable.  They  will  mat/ire  February  15,  1982,  and  will  net  be 
subject  to  call  for  redemiJtion  prior  to  maturity. 

"2.  The  income  derived  from  tne  bonds  is  subject  to  all  taxes  imposed  under 
the  Internal  Revenue  Code  of  1954.  The  bonds  are  subject  to  estate,  inheritance, 
gift  or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all 
taxation  now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any 
State,  or  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing 
authority. 

"3.  The  bonds  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

"4.  Bearer  bonds  with  interest  coupons  attached,  and  bonds  registered  as  to 
principal  and  inttrest.  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000. 
$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  bonds 
of  different  denominations  and  of  coupon  and  registered  bonds,  and  for  the  trans- 
fer of  registered  bonds,  under  rules  and  regulations  prescribed  by  the  Secretary 
of  the  Treasury, 

"5.  The  bonds  will  be  subject  to  the  general  regulations  of  the  Department  of  the 
Treasury,  now  or  hereafter  prescribed,  governing  United  States  bonds." 

nl.    TENDERS   AND   ALLOTMENTS 

1.  Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  and  at 
the  Office  of  the  Treasurer  of  the  United  States,  Washington,  D.C.  20220,  up  to 
the  closing  hour,  1  :30  p.m.,  Eastern  Daylight  Saving  time,  Tuesday,  May  2. 
1972.  Each  tender  must  state  the  face  amount  of  bonds  bid  for,  wliich  must  be 
$1,000  or  a  multiple  thereof,  and  the  price  offered,  except  that  in  the  case  of  non- 
competitive tenders  the  term  "noncompetitive"  should  be  used  in  lieu  of  a  price. 
In  the  ca.se  of  competitive  tenders,  the  price  must  l)e  expressed  on  the  basis  of 
100,  with  two  decimals,  e.g.,  100.00.  Tenders  at  a  price  less  than  97.70  will  not  be 
accepted.  Fractions  may  not  be  u.sed.  Noncompetitive  tenders  from  any  one  bid- 
der may  not  exceed  $50,000.  It  is  urged  that  tenders  be  made  on  the  printinl  forms 
and  forwarded  in  the  special  envelopes  marked  "Tender  for  Treasury  Bonds", 
whicli  will  be  supplied  by  Federal  Reserve  Banks  on  application  thcrt'for. 

2.  Commercial  banks,  which  for  this  purpose  are  defined  as  banks  accepting 
demand  deposits,  m-iy  submit  tenders  for  account  of  customers  provided  the 
names  of  the  customers  are  set  forth  In  such  tenders.  Others  than  commercial 
banks  will  not  be  i)ermitttHl  to  submit  tenders  except  for  their  own  account. 
Tenders  will  be  received  without  deposit  from  banking  institutions  for  their  own 
account.  Federally-insured  savings  and  loan  associations.  States.  j)oliti('al  suit- 
divisions  or  instrumentalities  thereof,  i)ublic  pension  and  retirement  and  other 
public  funds,  international  organizations  in  which  the  United  States  holds 
membership,  foreign  central  banks  and  foreign  States,  dealers  who  make  pri- 
mary markets  in  Oovprnment  securities  and  reiiort  d;iily  to  the  Federal  Reserve 
Bank  of  New  York  their  positions  with  respect  to  Government  securities  and 
borrowings  thereon,  and  Government  accounts.  Tenders  from  others  nuist  be  ac- 
companied by  payment  (in  cash  or  the  securities  referred  to  in  Section  1  which 
will  be  accep'ed  at  par)   of  5  percent  of  the  face  amount  of  bonds  applied  for. 

3.  Immediately  iifter  the  closing  hour  tenders  will  Ite  opened,  following  which 
public  announcement  will  be  made  by  the  Dejiartment  of  the  Treasury  of  the 
amount  and  price  range  of  accepted  bids.  Tho.'^e  submitting  tenders  will  be  ad- 
vised of  the  acceptance  or  rejection  thereof.  In  considering  the  acceptance  of 
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tenders,  those  at  the  highest  prices  will  be  accepted  to  the  extent  required  to 
attain  the  amount  offered.  Tenders  at  tlie  lowest  accepted  price  will  be  proi-ated 
if  necessary.  The  Secretary  of  the  Treasury  expressly  reserves  the  right  to  ac- 
cept or  reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any  such 
respect  shall  be  final.  Subject  to  these  reservations,  noncompetitive  tenders  for 
$50,000  or  less  without  stated  price  from  any  one  bidder  will  be  accepted  in  full 
at  the  average  price  ^  (in  two  decimals)  of  accepted  competitive  tenders. 

4.  All  bidders  are  required  to  agree  not  to  purchase  or  to  sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any  bonds 
of  this  issue  at  a  specific  rate  or  price,  until  after  1 :30  p.m.,  Eastern  Daylight 
Saving  time,  Tuesday,  May  2, 1972. 

5.  Commercial  banks  in  submitting  tenders  will  be  required  to  certify  that  they 
have  no  beneficial  interest  in  any  of  the  tenders  they  enter  for  the  account  of 
their  customers,  and  that  their  customers  have  no  beneficial  interest  in  the  banks' 
tenders  for  their  own  account. 

IV.   PAYMENT 

1.  Settlement  for  accepted  tenders  in  accordance  with  the  bids  together  with 
$15.76236  per  $1,000  for  accrued  interest  from  February  15  to  May  15,  1972,  must 
be  made  or  completed  on  or  before  May  15.  1972,  at  the  Federal  Reserve  Bank  or 
Branch  or  at  the  Ofiice  of  the  Treasurer  of  the  United  States,  Washington,  D.C. 
20220,  in  cash,  securities  referred  to  in  Section  I  (interest  coupons  dated  May  15, 
1972,  should  be  detached)  or  other  funds  immediately  available  by  that  date. 
Payment  will  not  be  deemed  to  have  been  completed  where  registered  bonds  are 
requested  if  the  appropriate  identifying  number  as  required  on  tax  returns  and 
other  documents  submitted  to  the  Internal  Revenue  Service  (an  individual's 
social  security  number  or  an  employer  identification  number)  is  not  furnished. 
In  every  case  where  full  payment  is  not  completed,  the  payment  with  the  tender  up 
to  5  percent  of  the  amount  of  bonds  allotted  shall,  upon  declaration  made  by  the 
Secretary  of  the  Treasury  in  his  discretion,  be  forfeited  to  the  United  States. 
Any  qualified  depositai-y  will  be  permitted  to  make  settlement  by  credit  in  its 
Treasury  Tax  and  Loan  Account  for  bonds  allotted  to  it  for  itself  and  its  custom- 
ers. When  payment  is  made  with  securities,  a  cash  adjustment  will  be  required 
of  the  bidder  for  any  difference  l)etween  the  face  amount  of  securities  submitted 
and  the  amount  payable,  including  accrued  interest,  on  the  bonds  allotted. 

V.    ASSIGNMENT    OF   REGISTERED    SECURITIES 

1.  Registered  securities  tendered  as  deposits  and  in  payment  for  bonds  allotted 
hereunder  should  be  assigned  by  the  registered  payees  or  assignees  thereof,  in 
accordance  with  the  general  regulations  of  The  Department  of  the  Treasury,  in 
one  of  the  forms  hereafter  set  forth.  Securities  tendered  in  payment  should  be 
surrendered  at  the  Federal  Reserve  Bank  or  Branch  or  at  the  Office  of  the  Treas- 
urer of  the  United  States,  Washington,  D.C.  20220.  The  securities  must  be  deliv- 
ered at  the  expense  and  risk  of  the  holder.  If  the  bonds  arc  desired  registered  in 
the  same  name  as  the  securities  surrendered,  the  assignment  should  be  to  "The 
Secretary  of  the  Treasury  for  6%  percent  Treasury  Bonds  of  1982"  ;  if  the  bonds 
are  desired  registered  in  another  name,  the  assignment  should  be  to  "The  Secre- 
tary of  the  Treasury  for  6%  percent  Treasury  Bonds  of  1982  in  the  name  of 

";  if  bonds  in  coui)()n  form  are  desired,  the  assignment  shoidd 

he  to  "The  Secretary  of  the  Ti'easury  for  6%  percent  Treasury  Bonds  of  1982  in 
coupon  form  to  be  delivered  to ". 

VI.    GENERAL   PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  tenders,  to  make  such  allotments  as  may  be  prescribed 
by  the  Secretary  of  the  Treasury,  to  issue  such  notices  as  may  be  necessary,  to 
receive  payment  for  and  make  delivery  of  bonds  on  full-paid  tenders  allotted, 
and  they  may  issue  interim  receipts  pending  delivery  of  the  definitive  bonds. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

Charls  E.  Walker, 
Acting  Secretary  of  the  Treasury. 


^  Average  price  may  lie  at,  or  more  or  less  than  100.00. 
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Exhibit  3.— Treasury  bills 

During  the  fiscal  year  there  were  53  weekly  issues  of  13-week  and  26-week  bills 
(the  13- week  bills  represent  additional  amounts  of  bills  with  an  original  matur- 
ity of  26  weeks),  12  monthly  issues  of  9-month  and  1-year  bills  (the  9-month  bills 
represent  additional  amounts  of  bills  with  an  original  maturity  of  1  year),  five 
issues  of  tax  anticipation  series  and  one  issue  of  a  strip  of  additional  amounts 
of  outstanding  issues.  Two  press  releases  inviting  tenders  are  reproduced  in  this 
exhibit.  The  release  of  May  9,  1972,  is  representative  of  releases  for  regular 
weekly,  regular  monthly,  and  tax  anticipation  series  issues  whereas  the  release  of 
February  24,  1972,  is  for  the  strip  of  issues.  Also  reproduced  is  the  press  release 
of  May  15,  1972,  which  is  representative  of  releases  announcing  the  results  of  all 
offerings.  Following  the  press  releases  is  a  table  of  data  for  each  issue  during  the 
fiscal  year. 

PRESS  RELEASE  OF  MAY  9,  1972 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  two  series 
of  Treasury  bills  to  the  aggregate  amount  of  $4,100,000,000,  or  thereabouts,  for 
cash  and  in  exchange  for  Treasury  bills  maturing  May  18,  1972,  in  the  amount 
of  $4,211,555,000,  as  follows  : 

91 -day  bills  (to  maturity  date)  to  be  issued  May  18,  1972,  in  the  amount  of 
$2,300,000,000,  or  thereabouts,  representing  an  additional  amount  of  bills  dated 
February  17,  1972,  and  to  mature  August  17,  1972  (CUSIP  No.  912793  NZ5), 
originally  issued  in  the  amount  of  $1,800,540,000,  the  additional  and  original  bills 
to  be  freely  interchangeable. 

182-day  bills,  for  $1,800,000,000,  or  thereabouts,  to  be  dated  May  18,  1972,  and 
to  mature  November  16, 1972  (CUSIP  No.  912793  PM2). 

The  bills  of  both  series  will  be  issued  on  a  discount  basis  under  competitive 
and  noncompetitive  bidding  as  hereinafter  provided,  and  at  maturity  their  face 
amount  will  be  payable  without  interest.  They  will  be  issued  in  bearer  form  only, 
and  in  denominations  of  $10,000,  $15,000,  $50,000,  $100,000,  $500,000  and  $1,000,000 
(maturity  value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  one-thirty  p.m..  Eastern  Daylight  Saving  time,  Monday,  May  15, 
1972.  Tenders  will  not  be  received  at  the  Treasury  Department,  Washington.  Bach 
tender  must  be  for  a  minimum  of  $10,000.  Tenders  over  $10,000  must  be  in  multi- 
ples of  $5,000.  In  the  case  of  competitive  tenders  the  price  offered  must  be  ex- 
pressed on  the  basis  of  100,  with  not  more  than  three  decimals,  e.g.,  99.925.  Frac- 
tions may  not  be  used.  It  is  urged  that  tenders  be  made  on  the  printed  forms  and 
forwarded  in  the  special  envelopes  which  will  be  supplied  by  Federal  Reserve 
Banks  or  Branches  on  application  therefor. 

Banking  institutions  generally  may  submit  tenders  for  account  of  customers 
provided  the  names  of  the  customers  are  set  forth  in  such  tenders.  Others  than 
banking  institutions  will  not  be  permitted  to  submit  tenders  except  for  their  own 
account.  Tenders  will  be  received  without  deposit  from  incorporated  banks  and 
trust  companies  and  from  responsible  and  recognized  dealers  in  investment 
securities.  Tenders  from  others  must  be  accompanied  by  payment  of  2  percent  of 
the  face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are  accom- 
panied by  an  express  guaranty  of  payment  by  an  incorporated  bank  or  trust 
company. 

Immediately  after  the  closing  hour,  tenders  will  be  opened  at  the  Federal  Re- 
serve Banks  and  Branches,  following  which  public  announcement  will  be  made  by 
the  Treasury  Department  of  the  amount  and  price  range  of  accepted  bids.  Only 
those  submitting  competitive  tenders  will  be  advised  of  the  acceptance  or  rejec- 
tion thereof.  The  Secretary  of  the  Treasury  expressly  reserves  the  right  to  ac- 
cept or  reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any  such 
respect  shall  be  final.  Subject  to  these  reservations,  noncompetitive  tenders  for 
each  issue  for  $200,000  or  less  without  stated  price  from  any  one  bidder  will  be  ac- 
cepted in  full  at  the  average  price  (in  three  decimals)  of  accepted  competitive 
bids  for  the  respective  issues.  Settlement  for  accepted  tenders  in  accordance  vdth 
the  bids  must  be  made  or  completed  at  the  Federal  Reserve  Bank  on  May  18, 1972, 
in  cash  or  other  immediately  available  funds  or  in  a  like  face  amount  of  Treasury 
bills  maturing  May  18,  1972.  Cash  and  exchange  tenders  will  receive  equal  treat- 
ment. Cash  adjustments  will  be  made  for  differences  between  the  par  value  of 
maturing  bills  accepted  in  exchange  and  the  issue  price  of  the  new  bills. 
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Under  Sections  454(b)  and  1221(5)  of  the  Internal  Revenue  Code  of  1954  the 
amount  of  discount  at  which  bills  issued  hereunder  are  sold  is  considered  to  ac- 
crue when  the  bills  are  sold,  redeemed  or  otherwise  disposed  of,  and  the  bills  are 
excluded  from  consideration  as  capital  assets.  Accordingly,  the  owner  of  Treasury 
bills  (other  than  life  insurance  companies)  issued  hereunder  must  include  in  his 
income  tax  return,  as  ordinary  gain  or  loss,  the  difference  between  the  price  paid 
for  the  bills,  whether  on  original  issue  or  on  subsequent  purchase,  and  the  amount 
actually  received  either  upon  sale  or  redemption  at  maturity  during  the  taxable 
year  for  which  the  return  is  made. 

Treasury  Department  Circular  No.  418  (current  revision)  and  this  notice,  pre- 
scribe the  terms  of  the  Treasury  bills  and  govern  the  conditions  of  their  issue. 
Copies  of  the  circular  may  be  obtained  from  any  Federal  Reserve  Bank  or 
Branch. 


PRESS  RELEASE  OF  FEBRUARY  24,  1972 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  additional 
amounts  of  15  series  of  Treasury  bills  to  the  aggregate  amount  of  $3,000,000,- 
000,  or  thereabouts,  for  cash.  The  additional  bills  will  be  issued  March  6,  1972, 
will  be  in  the  amounts,  and  will  be  in  addition  to  the  bills  originally  issued  and 
maturing,  as  follows : 


Amount  of 

additional 

issue 


Original 
issue 
dates 


Maturity  dates  1972 


CUSIP  Nos. 


Days  from        Amount 
Mar.  6,  1972,       currently 
to  maturity    outstanding 
(in  millions) 


$200,000,000  Sept.  30, 1971  Mar.  30. 

200,000,000  Oct.      7,1971  Apr.  6. 

200,000,000  Oct.    14,1971  Apr.  13. 

200,000,000  Oct.    21,1971  Apr.  20. 

200,000,000  Oct.    28,1971  Apr.  27. 

200,000,000  Nov.    4,1971  May  4.. 

200,000,000  Nov.  11, 1971  May  11. 

200, 000,  000  Nov.  18, 1971  May  18. 

200,  000, 000  Nov.  26, 1971  May  25. 

200,000,000  Dec.     2,1971  June  1- 

200,000,000  Dec.     9,1971  June  8. 

200,000,000  Dec.   16,1971  June  15. 

200,000,000  Dec.  23,1971  June  22 

200,000,000  Dec.  30,1971  June  29 

200,000,000  Jan.     6,1972  July  6.. 

3,000,000,000 


912793MU7- 
912793MV5_ 
912793MW3. 
912793MX1. 
912793MY9. 
912793MZ6- 
912793NA0. 
912793NB8. 
912793NC6. 
912793ND4. 
912793NE2. 
912793NF9- 
912793NG7. 
912793NH5. 
912793NT9. 

Average.- 


24 

$3,903 

31 

3,901 

38 

3,903 

45 

3,901 

62 

3,902 

59 

3,902 

66 

3,901 

73 

4,007 

80 

4,001 

87 

1,601 

94 

1,601 

101 

1,600 

108 

1,602 

115 

1,601 

122 

1,601 

73 

The  additional  and  original  bills  will  be  freely  interchangeable. 

Each  tender  submitted  must  be  in  the  minimum  amount  of  $150,000.  Tenders 
over  $150,000  must  be  in  multiples  of  $75,000.  One-fifteenth  of  the  amount  tendered 
will  be  applied  to  each  of  the  above  series  of  bills. 

The  bills  offered  hereunder  will  be  issued  on  a  discount  basis  under  competi- 
tive and  noncompetitive  bidding  as  hereinafter  provided,  and  at  maturity  their 
face  amount  will  be  iwiyable  without  interest.  They  will  be  issued  in  bearer  form 
only,  and  in  denominations  of  $10,000,  $15,000,  $50,000,  $100,000,  $500,000  and 
$1,000,000  (maturity  value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  one-thirty  p.m.,  Eastern  Standard  time,  Wednesday,  ^March  1.  1972. 
Tenders  will  not  be  received  at  the  Treasury  r:>epartment,  Washington.  In  the 
case  of  competitive  tenders  the  price  offered  must  be  expressed  on  the  basis  of 
100,  with  not  more  than  three  decimals,  e.g.,  99.925.  Fractions  may  not  be  used. 
A  single  price  must  be  submitted  for  each  tender.  It  is  urged  that  tenders  be  made 
on  the  printed  forms  and  forwarded  in  the  .special  enveloi)es  which  will  be 
supplied  by  Federal  Reserve  Banks  or  Branches  on  application  therefor. 

Banking  institutions  generally  may  submit  tenders  for  account  of  customers 
provided  the  names  of  the  customers  are  set  forth  in  such  tenders.  Others  than 
banking  institutions  will  not  be  permitted  to  submit  tenders  except  for  their  own 
account.  Tenders  will  be  received  without  dei>osit  from  incorporated  banks  and 
trust  companies  and  from  responsible  and  recognized  dealers  in  investment  secu- 
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rities.  Tenders  from  others  must  be  accompanied  by  payment  of  2  percent  of  the 
face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are  accompanied 
by  an  express  guaranty  of  payment  by  an  incorporated  bank  or  trust  company. 

All  bidders  are  required  to  agree  not  to  purchase  or  to  sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any  bills 
of  these  additional  issues  at  a  specific  rate  or  price,  until  after  one-thirty  p.m., 
Eastern  Standard  time,  Wednesday,  March  1, 1972. 

Immediately  after  the  closing  hour,  tenders  will  be  opened  at  the  Federal 
Reserve  Banks  and  Branches,  following  which  public  announcement  will  be 
made  by  the  Treasury  Department  of  the  amount  and  price  range  of  accepted 
bids.  Only  those  .submitting  competitive  tenders  will  be  advised  of  the  acceptance 
or  rejection  thereof.  The  Secretary  of  the  Treasury  expressly  reserves  the  right 
to  accept  or  reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any 
such  respect  shall  be  final.  Subject  to  these  reservations,  noncompetitive  tenders 
for  $300,000  or  less  (in  amounts  as  set  forth  in  the  second  paragraph)  without 
stated  price  from  any  one  bidder  will  be  accepted  in  full  at  the  average  price 
(in  three  decimals)  of  accepted  competitive  bids.  Settlement  for  accepted  tenders 
in  accordance  with  the  bids  must  be  made  or  completed  at  the  Federal  Reserve 
Bank  in  cash  or  other  immediately  available  funds  on  March  6, 1972.  Any  qualified 
depositary  will  be  permitted  to  make  settlement  by  credit  in  its  Treasury  tax  and 
loan  account  for  not  more  than  50  percent  of  the  amount  of  Treasury  bills 
allotted  to  it  for  itself  and  its  customers. 

Under  Sections  454(b)  and  1221(5)  of  the  Internal  Revenue  Code  of  1954  the 
amount  of  discount  at  which  bills  issued  hereunder  are  sold  is  considered  to 
accrue  when  the  bills  are  sold,  redeemed  or  otherwise  disposed  of,  and  the  bills 
are  excluded  from  consideration  as  capital  assets.  Accordingly,  the  owner  of 
Treasury  bills  (other  than  life  insurance  companies)  issued  hereunder  must 
include  in  his  income  tax  return,  as  ordinary  gain  or  loss,  the  difference  between 
the  price  paid  for  the  bills,  whether  on  original  issue  or  on  subsequent  purchase, 
and  the  amount  actually  received  either  upon  sale  or  redemption  at  maturity 
during  the  taxable  year  for  which  the  return  is  made.  Purchasers  of  a  strip  of 
the  bills  offered  hereunder  should,  for  tax  purposes,  take  such  bills  on  to  their 
books  on  the  basis  of  their  purchase  price  prorated  to  each  of  the  15  outstand- 
ing issues  using  as  a  basis  for  proration  the  closing  market  prices  for  each  of 
the  issues  on  March  6,  1972.  (Federal  Reserve  Banks  will  have  available  a  list 
of  these  market  prices,  based  on  the  mean  between  the  bid  and  asked  quotations 
furnished  by  the  Federal  Reserve  Bank  of  New  York. ) 

Treasury  Department  Circular  No.  418  (current  revision)  and  this  notice, 
prescribe  the  terms  of  the  Treasury  bills  and  govern  the  conditions  of  their 
issue.  Copies  of  the  circular  may  be  obtained  from  any  Federal  Reserve  Bank 
or  Branch. 


PRESS  RELEASE  OF  MAY  15,  1972 

The  Treasury  Department  announced  that  the  tenders  for  two  series  of 
Treasury  bills,  one  series  to  be  an  additional  issue  of  the  bills  dated  Febru- 
ary 17,  1972,  and  the  other  series  to  be  dated  May  18,  1972,  which  were  offered 
onMay  9,  1972,  were  opened  at  the  Federal  Reserve  Banks  today.  Tenders  were 
invited  for  $2,300,000,000,  or  thereabouts,  of  91-day  bills  and  for  $1,800,000,000, 
or  thereabouts,  of  182-day  bills.  The  details  of  the  two  series  are  as  follows : 


Range  of  accepted  competitive  bids 


91-day  Treasury  bills 
maturing  Aug.  17,  1972 


Price 


Approximate 
equivalent 
annual  rate 


182-day  Treasury  bills 
maturing  Nov.  16,  1972 


Price 


Approximate 
equivalent 
annual  rate 


High.... 

Low 

Average 


'99.080 

Percent 

3.640 

3.731 

3  3. 699 

97. 937 

97.905 

<  97. 918 

Percent 

4.081 

99.057 

4.144 

2  99. 065 

'4.118 

1  Except  one  tender  of  $160,000.  ^    , 

2  32  percent  of  the  amount  of  91-day  bills  bid  for  at  the  low  price  was  accepted.  .  ,     .v, 

s  These  rates  are  on  a  bank  discount  basis.  The  equivalent  coupon  issue  yields  are  3.79  percent  for  tne 
91-day  bills,  and  4.26  percent  for  the  182-day  bills. 
*  94  percent  of  the  amount  of  182-day  bills  bid  for  at  the  low  price  was  accepted. 
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Total  lenders  applied  for  and  accepted  by  Federal  Reserve  districts 

District                           Applied  for             Accepted             Applied  for  Accepted 

Boston $22,985,000             $12,985,000             $12,020,000  $2,020,000 

New  York 3,016,585,000          2,018,585,000          2,664,220,000  1,642,320,000 

Philadelphia 12,530,000              12,530,000              26,085,000  6,085,000 

Cleveland 17,740,000              17,740,000              20,070,000  10,070,000 

Richmond 6,895,000                6,895,000                3,040,000  3,040,000 

Atlanta 36,110,000              20,110,000              23,136,000  11,135,000 

Chicago 249,010,000               97,810,000             214,966,000  86,065,000 

St.  Louis 35,910,000               25,230,000               22,060,000  9,560,000 

Minneapolis 32,600,000              20,600,000              27,400,000  6,400,000 

Kansas  City. 33,605,000              23,555,000              18,725,000  7,526,000 

Dallas 32,265,000               10,265,000               27,720,000  9,720,000 

San  Francisco 67,876,000              33,895,000              53,485,000  6,480,000 

Total 3,664,110,000       '2,300,200,000         3,112,925,000  2  1,800,420,000 

'  Includes  $172,056,000  noncompetitive  tenders  accepted  at  the  average  price  of  99.065. 
» Includes  $75,600,000  noncompetitive  tenders  accepted  at  the  average  price  of  97.918. 
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Regulations 

Exhibit  4.— Department  Circular  No.  300,  December  23,  1964,  Third  Revision, 
Amendment  No.  5,  general  regulations  with  respect  to  United  States 
securities 

The  Department  of  the  Treasury. 

Washington,  July  1,  1971. 
Sections  306.123  through  306.126  of  Subpart  P.  Treasury  Deiwirtment  Circular 
No.  300,  Third  Revision,  dated  December  23,  1964.  as  amended  (31  CFR  Part  306), 
are  hereby  renumbered  as  §§  306.125  through  306.128.  resiiectively.  and  Subpart  N 
is  hereby  amended  and  revised,  effective  as  of  June  2,  1971,  as  follows : 

Subpwirt  X — Relief  for  Loss,  Theft,  Destruction,  Mutilation  or  Defacement  of 

Securities 
Sec. 

306.105  Statutory  authority  and  requirements. 

306.106  Procedure  for  applying  for  relief. 

306.107  Tyi>e  of  relief  granted. 

306.108  Cases  not  requiring  bonds  of  indemnity. 

Authority  :  The  provisions  of  this  Subpart  N  Issued  under  Public  Law  92-19,  85  Stat. 
74  ;  5  U.S.C.  301. 

SUBPART   N — RELIEF  FOR  LOSS,   THEFT,   DESTRUCTIOX,   MUTILATION   OR  DEFACEMENT  OF 

SECURITIES 

§  306.105     Statutory  authority  and  requirements. 

The  Secretary  of  the  Treasury  is  authorized  by  Public  Law  92-19  (85  Stat. 
74)  to  grant  relief,  under  certain  condition.s,  for  the  los.s.  theft,  destruction, 
mutilation  or  defacement  of  U.S.  securities,  whether  before,  at,  or  after  ma- 
turity. A  bond  of  indemnity,  in  such  form  and  with  .such  surety,  sureties  or  se- 
curity as  may  be  required  to  protect  the  interests  of  the  United  States,  is  re- 
quired as  a  condition  of  relief  on  account  of  any  bearer  security  or  any  registered 
security  assigned  in  blank  or  so  assigned  as  to  become,  in  effect,  payable  to  bearer, 
and  is  ordinarily  required  in  the  case  of  unas.signed  registere<l  .securities. 
§  306.106     Procedure  for  applying  for  relief. 

Prompt  report  of  the  loss,  theft,  destruction,  mutilation  or  defacement  of  a  se- 
curity should  be  made  to  the  Bureau  of  the  Public  Debt.  The  reix)rt  should 
include : 

(a)  The  name  and  present  address  of  the  owner  and  his  address  at  the  time 
the  security  was  issued,  and,  if  the  report  is  made  by  some  other  i)erson,  the 
cai>acity  in  which  he  represents  the  owner. 

(b)  The  identity  of  the  security  l)y  title  of  loan.  is.sue  date,  interest  rate,  serial 
number  and  denomination,  and  in  the  ca.se  of  a  registered  security,  the  exact 
foi^m  of  inscrii)tion  and  a  full  description  of  any  assignment,  endorsement  or 
other  writing. 

( c)  A  full  statement  of  the  circumstances. 

All  available  portions  of  a  mutilated,  defaced  or  partially  destroyed  security 
must  also  be  submitted. 

§  306.107    Type  of  relief  granted. 

(a)  Prior  to  call  or  maturity.  After  a  claim  on  account  of  the  loss,  theft,  de- 
struction, mutilation,  or  defacement  of  a  security  wliich  has  not  matured  or  been 
called  has  l)een  satisfactorily  established  and  the  conditions  for  granting  relief 
have  been  met,  a  security  of  the  same  loan,  issue,  date,  interest  rate  and  denomi- 
nation will  be  i.ssued  to  replace  the  original  .security. 

(b)A/  or  after  call  or  maturity.  Payment  will  l»e  made  on  account  of  the  loss, 
theft,  destruction,  mutilation,  or  defacement  of  a  called  or  matured  security 
after  the  claim  has  been  satisfactorily  established  and  the  conditions  for  grant- 
ing relief  have  been  met. 

(c)  Interest  coupons.  Where  relief  has  been  authorized  on  account  of  a  de- 
stroyed, mutilated  or  defaced  coupon  .security  which  has  not  mature<l  or  been 
called,  the  replacement  se<nirity  will  have  attached  all  unmatured  interest 
coupons  if  it  is  established  to  the  .satisfaction  of  the  Secretary  of  the  Trea.sury 
that  the  coupons  were  attached  to  the  original  se<nirity  at  the  time  of  its  de- 
struction, mutilation  or  defacement.  In  every  other  case  oidy  those  unmatured 
interest  coupons  for  which  the  Department  has  received  payment  will  be  attached. 
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The  price  of  the  coupons  will  be  their  value  as  determined  by  the  Department  at 
the  time  relief  is  authorized  using  interest  rate  factors  based  on  then  current 
market  yields  on  Treasury  securities  of  comparable  maturities. 
§  306.108    Cases  not  requiring  bonds  of  indemnity. 

A  bond  of  indemnity  will  not  be  required  as  a  condition  of  relief  for  the  loss, 
theft,  destruction,  mutilation,  or  defacement  of  registered  securities  in  any  of 
the  following  classes  of  cases  unless  the  Secretary  of  the  Treasury  deems  it 
essential  in  the  public  interest : 

(a)  If  the  loss,  theft,  destruction,  mutilation,  or  defacement,  as  the  case  may 
be,  occurred  while  the  security  was  in  the  custody  or  control  of  the  United  States, 
or  a  duly  authorized  agent  thereof  (not  including  the  Postal  Service  when  acting 
solely  in  its  capacity  as  public  carrier  of  the  mails),  or  while  in  the  course  of 
shipment  effected  under  regulations  issued  pursuant  to  the  Government  Losses 
in  Shipment  Act  (Parts  260,  261,  and  262  of  this  chapter). 

(b)  If  substantially  the  entire  security  is  presented  and  surrendered  and  the 
Secretary  of  the  Treasury  is  satisfied  as  to  the  identity  of  the  security  and  that 
any  missing  portions  are  not  sufficient  to  form  the  basis  of  a  valid  claim  against 
the  United  States. 

(c)  If  the  security  is  one  which  by  the  provisions  of  law  or  by  the  terms  of  its 
issue  is  nontransferable  or  is  transferable  only  by  operation  of  law.^ 

(d)  If  the  owner  or  holder  is  the  United  States,  a  Federal  Reserve  Bank, 
a  Federal  Government  corporation,  a  State,  the  District  of  Columbia,  a  Territory 
or  possession  of  the  United  States,  a  municipal  corporation,  or,  if  applicable,  a 
political  subdivision  of  any  of  the  foregoing,  or  a  foreign  government. 

The  foregoing  revisions  and  amendments,  adopted  as  of  June  2,  1971,  were 
effected  under  authority  of  Public  Law  92-19  (85  Stat.  74)  and  5  U.S.C.  301. 
Notice  and  public  procedures  thereon  are  unnecessary  as  public  property  and 
contracts  are  involved. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 


Exhibit  5. — Department  Circular  No.  653,  December  12,  1969,  Eighth  Revision, 
Supplement,  offering  of  United  States  savings  bonds.  Series  E 

The  Department  of  the  Treasury, 

Washington,  October  12,  1911. 

Table  4,  of  Department  Circular  No.  653,  Eighth  Revision,  dated  December  12, 
1969,  as  amended,  Ig  hereby  supplemented  by  the  addition  of  Table  4— A,  as  set 
forth  below. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 


1  Other  than  savings  bonds  and  savings  notes,  which  are  not  subject  to  these  regulations. 
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Exhibit  6. — Department  Circular  No.  530,  December  23,  1964,  Ninth  Revision, 
Amendment  No.  4,  regulations  governing  United  States  savings  bonds 

The  Department  of  the  Treasury, 

Washington,  November  19,  1911. 
Section  315.10  and  footnotes  4  and  5  of  Department  of  the  Treasury  Circular 
No.  530,  Ninth  Revision,  dated  December  23, 1964,  as  amended  (31  CFR  Part  315), 
are  hereby  fur'ther  amended  to  read,  as  follows : 

§  315.10    Annual  limitations  on  holdings. 

The  amounts  of  savings  bonds  of  each  series,  issued  In  any  one  calendar  year,^ 
which  may  be  held  by  any  one  person  at  any  one  time,  computed  in  accordance 
with  the  provisions  of  §  315.11,  are  limited,  as  follows  : 

(a)  Series  E — (1)  General  limitation.  $5,000  (issue  price)  for  each  calendar 
year.* 

(2)  Special  limitations  for  employees'  savings  plans  and  savings  and  vacation 
plans.  $2,000  (face  amount)  multiplied  by  tbe  highest  number  of  participarits  in 
any  employees'  savings  plan  as  described  in  Department  Circular  No.  653,  current 
revision  (Part  316  of  this  chapter).  Qualified  savings  and  vacation  plans  are  also 
eligible  for  this  special  limitation. 

(b)  Series  H — (1)  General  limitation.  $5,000  (face  amount)  for  each  calendar 
year." 

(2)  Special  limitation  for  gifts  to  exempt  organizations  under  26  CFR  1.501 
{c){3)-l.  $200,000  (face  amount)  for  each  calendar  year  for  bonds  received  as 
gifts  by  an  organization  which  at  the  time  of  purchase  is  an  exempt  organization 
under  the  terms  of  26  CFR  1.501  (c)  (3)-l. 

The  foregoing  amendment  is  made  for  the  purpose  of  having  the  limitations  in 
the  regulations  governing  savings  bonds  conform  to  the  current  limitations  in  31 
CFR  316.5  and  332.5,  the  offerings  of  Series  E  and  Series  H  savings  boiids,  respec- 
tively. In  view  of  the  earlier  publication  of  these  limitations  in  35  F.R.  703,  Janu- 
ary 17,  1970,  and  35  F.R.  849,  January  21,  1970,  I  find  that  notice  and  public  proce- 
dures are  unnecessary.  This  action  is  effected  under  the  provisions  of  section  22 
of  tJie  Second  Liberty  Bond  Ac't,  as  amended  (49  Stat.  21,  as  amended ;  31  U.S.C. 
757c),and5U.S.C.301. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 


Exhibit  7.— Department  Circular  No.  1036,  December  7,  1971,  First  Revision, 
United  States  savings  bonds,  Series  H,  exchange  offering 

The  Department  of  the  Treasury, 

Washington,  December  7,  1971. 

The  regulations  set  forth  in  Treasury  Department  Circular  No.  1036,  dated  De- 
cember 31,  1959,  as  amended  (31  CFR  Part  339),  are  hereby  further  revised  and 
amended,  and  issued  as  the  first  revision,  effective  January  1,  1972,  as  follows : 

Sec. 

339.0  Offering  of  Series  H  bonds  in  exchange  for  Series  E  bonds  and  savings 

notes. 

339.1  Definitions  of  words  and  terms  as  used  in  this  circular. 

339.2  Denominations. 

339.3  Exchanges  with  privilege  of  deferring  reporting  of  interest  for  Federal 

income  tax  purposes. 

339.4  Exchanges  without  tax  deferral. 

339.5  Governing  regulations. 

339.6  Fiscal  agents. 

339.7  Preservation  of  rights. 

339.8  Reservation  as  to  terms  of  offer. 

Authority  :  The  provisions  of  this  Part  339  issued  under  sections  18,  20,  and  22  of  the 
Second  Liberty  Bond  Act,  as  amended  (40  iStat.  1309,  48  Stat.  343,  49  Stat.  21,  73  Stat. 
621,  all  as  amended  ;  31  U.S.C.  753,  754b,  757c),  and  5  U.S.C.  301. 


1  The  Ninth  Revision  of  this  circular  contains  information  on  prior  annual  limitations. 

•Effective  December  1.  1969.  Investors  who  purchased  less  than  $5,000  (issue  price)  of 
the  Series  E  bonds  or  $5,000  (face  amount)  in  the  case  of  Series  H  bonds  prior  to  the 
effective  date  of  the  limitations  were  entitled  only  to  purchase  enough  to  bring  their 
totals  for  the  year  to  those  amounts.  Investors  whose  purchases  exceeded  these  limitations 
could  not  purchase  additional  bonds  during  the  remainder  of  the  calendar  year. 
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§  339.0     Offering  of  Series  H  bonds  in  exchange  for  Series  E  bonds  and  savings 
notes. 

The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second  Liberty 
Bond  Act,  as  amended,  hereby  offers  to  the  people  of  the  United  States,  U.S.  Sav- 
ings Bonds  of  Series  H  in  exchange  for  outstanding  U.S.  Savings  Bonds  of  Series 
E  and  U.S.  Savings  Notes  (freedom  shares)  without  regard  to  the  annual  limita- 
tion on  holdings  for  the  Series  H  bonds.  The  Series  H  bonds  offered  hereunder 
are  those  described  in  Department  Circular  No.  905,  current  revision,  except  as 
otherwise  specifically  provided  herein.  This  offering  will  continue  until  terminated 
by  the  Secretary  of  the  Treasury. 

§  339.1     Definitions  of  words  and  terms  as  used  in  this  circular. 

Unless  the  context  otherwise  requires  or  indicates  : 

(a)  "Securities"  mean  outstanding  U.S.  Savings  Bonds  of  Series  E  and  U.S. 
Savings  Notes  (freedom  shares). 

(b)  "Owner"  means  an  owner  of  securities,  except  a  commercial  bank  in  its 
own  right  (as  distinguished  from  a  representative  or  fiduciary  capacity)  and  a 
nonresident  alien  who  is  a  resident  of  an  area  with  resi)ect  to  which  the  Trea.s- 
ury  Department  restricts  or  regulates  delivery  of  checks  drawn  against  funds  of 
the  United  States  or  any  agency  or  instrumentality  thereof.  The  term  includes 
a  regi.stered  owner,  whether  or  not  a  natural  i)erson,  either  coowner  (but  only 
the  "principal  coowner"  if  Series  H  bonds  are  requested  in  a  form  of  registration 
different  from  that  on  the  securities  submitted),  a  .surviving  beneficiary,  or  any 
other  person  who  would  be  entitled  to  reissue  under  the  regulation  governing  U.S. 
Savings  Bonds,^  such  as,  but  not  limited  to,  any  person  entitled  to  succeed  to  the 
estate  of  a  deceased  owner. 

(c)  "Commercial  bank"  means  a  bank  accepting  demand  deposits. 

(d)  "Interest"  means  the  increment  in  value  on  Series  E  savings  bonds  and  on 
savings  notes. 

(e)  "Principal  coowner"  means  a  coowner  who  purchased  the  securities  sub- 
mitted for  exchange  with  his  own  funds  or  received  them  as  a  gift,  legacy  or  in- 
heritance or  as  a  resxilt  of  judicial  proceedings  and  had  them  reissued  in 
coownership  form,  provided  he  has  received  no  contribution  in  money  or  money's 
worth  from  the  other  coowner  for  designating  him  on  the  securities. 

§  339.2     Denominations. 

Series  H  bonds,  available  for  use  hereunder,  are  in  denominations  of  $500, 
$1,000,  $5,000  and  $10,000. 

§  339.3     Exchanges  with  privilege  of  deferring  i-eporting  of  interest  for  Federal 
income  tax  purposes. 

(a)  Tax-deferred  exchanges.  Pursuant  to  the  provisions  of  section  1037(a)  of 
the  Internal  Revenue  Code  of  1954,  the  Secretary  of  the  Treasury  hereby  grants 
to  owners  who  have  nrtt  been  reporting  the  interest  on  their  securities  on  an  ac- 
crual basis  for  Federal  income  tax  puriioses  the  privilege  of  exchanging  such 
securities  for  Series  H  bonds  and  of  continuing  to  defer  reporting  of  the  interest 
on  the  securities  exchange  (except  interest  referred  to  in  paragraph  (b)  (5)  of 
this  section)  for  Federal  income  tax  purposes  to  the  taxable  year  in  which  the 
Series  H  bonds  received  in  exchange  are  disi)osed  of,  are  redeemed,  or  have 
reached  final  maturity,  whichever  is  earlier." 

(b)  Rules  ffoverning  the  exchange.  (1)  Exchange  subscription  Form  PD  3253. 
completed  and  executed  in  accordance  with  the  instructions  thereon,  the  securi- 
ties, any  cash  difference  (see  subparagraph  (3)  of  this  paragraph),  and  any  sup- 
porting evidence  which  may  be  require<l  under  the  governing  regulations*  may  be 
presented  or  forwarded  to  any  authorized  agency.* 


1  Department  Circular  No.  .").30,  current  revision  (.31  CFR  Part  31.")).  Copies  may  be 
obtained  from  any  Federal  Reserve  Bank  or  Branch  or  the  Bureau  of  the  Public  Debt, 
Wasbinpton,  DC.  20220. 

=  The  interest  paid  semiannually  l)y  check  on  all  Series  H  bonds,  whether  issued  in  ex- 
chance  under  this  or  any  other  section,  or  otlierwiso,  is  subject  to  the  Federal  income  tax 
for  the  taxable  year  in  which  it  is  received. 

=•  For  example,  a  l>eneficlary  named  on  Series  E  bonds  would  have  to  submit  proof  of 
the  death  of  the  registered  dwner  in   order  to  exchange   such  bonds  for   Series   H   bonds. 

*  Agents  authorized  to  j)ay  Series  E  lionds  and  saWngs  notes  are  authorized  to  accept 
and  handle  exchange  stibscrlptions  submitted  by  natiiral  persons  whose  names  are  inscribed 
on  the  face  of  the  lionds  and  notes  as  owners  or  coowners  in  their  own  right.  However,  as 
agents  of  snliscril)ers  thev  mav  forward  anv  exchange  suliscriptlon  to  a  Federal  Reserve 
Bank  or  Branch  or  the  Securities  Division, ' Office  of  the  Treasurer  of  the  United  States, 
Washington,  D.C.  20220,  for  acceptance  and  handling. 
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(2)  A  Series  H  bond  issued  upon  exchange  will  be  registered  in  the  name  of 
the  owner  of  the  securities  submitted  in  any  authorized  form  of  registration.  How- 
ever, the  "principal  coowner"  must  be  named  as  owner  or  coowner. 

(3)  The  total  current  redemption  value  of  the  securities  submitted  for  ex- 
change in  any  one  transaction  must  amount  to  $500  or  more.  If  the  total  current 
redemption  value  is  in  an  even  multiple  of  $500,  Series  H  bonds  must  be  requested 
in  that  exact  amount.  If  the  total  current  redemption  value  exceeds  $500,  but  is 
not  in  an  even  multiple  of  $500,  the  owner  has  the  option  of  furnishing  cash  neces- 
sary to  obtain  Series  H  bonds  of  the  next  higher  $500  multiple,  or  of  receiving 
payment  of  the  difference  between  the  total  current  redemption  value  and  the 
next  lower  multiple  of  $500.  For  example,  under  the  rules  prescribed  in  this  cir- 
cular, if  the  securities  submitted  for  exchange  in  one  transaction  total  $4,253.33 
current  redemption  value,  the  owner  may  elect  to  : 

(i)  Receive  $4,000  in  Series  H  bonds  and  the  amount  of  the  difference,  $253.33, 
or 

(ii)  Pay  tlie  difference,  $246.67,  necessary  to  obtain  $4,500  in  Series  H  bonds.° 

(4)  Any  amount  paid  to  the  owner  as  a  cash  adjustment  (as  in  subparagraph 
(3)  (i)  of  this  paragraph)  must  be  treated  as  income  for  Federal  income  tax  pur- 
poses for  the  year  in  which  it  is  received  up  to  an  amount  not  in  excess  of  tlie 
total  interest  on  the  securities  exchanged.* 

(5)  Each  Series  H  bond  issued  under  this  section  will  be  stamped  "EX"  or 
"EXCH"  to  show  that  it  was  issued  upon  exchange.  Each  bond  also  will  bear  a 
legend  showing  how  much  of  its  issue  price  represents  interest  on  the  securities 
exchanged.  This  interest  must  be  treated  as  income  for  Federal  income  tax  pur- 
pk>ses  for  the  year  in  which  the  Series  H  bond  is  redeemed,  is  disjjosed  of,  or 
finally  matures,  whichever  is  earlier. 

(6)  The  Series  H  bonds  will  be  dated  as  of  the  first  day  of  the  month  in 
which  the  securities,  the  exchange  sub.scription,  any  necesisary  cash  difference 
and  supporting  e\idence,  if  any,  are  accepted  for  exchange  by  an  authorizec^ 
agency. 

§  339.4    Exchanges  without  tax  deferral. 

Exchanges  by  owners  who  (a)  report  the  interest  on  all  of  their  securities  an- 
nually for  Federal  income  tax  purposes,  or  ( b )  who  elect  to  report  all  such  inter- 
est in  the  year  of  the  exchange,  or  (c)  who  are  tax-exempt  under  the  provisions 
of  the  Internal  Revenue  Code  of  1954  and  the  regulations  issued  thereunder,  will 
be  handled  in  the  same  manner  and  will  be  governed  by  the  rules  prescribed  for 
exchanges  under  §  339.3.  However,  the  Series  H  bonds  will  not  bear  the  legend 
referred  to  in  §  339.3(c)  (5).  Any  part  of  the  cash  adjustment  received  which 
represents  interest  previously  reported  for  Federal  income  tax  purposes  need  not 
be  accounted  for.  The  Series  H  bonds  may  be  registered  in  the  name  of  the  owner 
of  the  securities  .submitted  in  exchange  in  any  authorized  form  of  registration. 

§  339.5     Governing  regulations. 

All  Series  H  bonds  issued  under  this  circular  are  subject  to  the  regulations, 
now  or  hereafter  prescribed,  contained  in  Department  Circular  No.  530,  current 
revision  (Part  315  of  this  chapter) . 

§  339.6    Fiscal  agents. 

Federal  Reserve  Banks  and  Branches,  as  fiscal  agents  of  the  United  States,  are 
authorized  to  perform  such  services  as  may  be  requested  of  them  in  connection 
with  exchanges  under  these  regulations. 

§  339.7    Preservation  of  rights. 

The  provisions  of  Treasury  Department  Circulars  Nos.  530,  653,  and  905,  as 
currently  revised,  are  hereby  modified  and  amended  to  the  extent  that  they  are 
not  in  accordance  with  this  circular.  However,  nothing  contained  herein  shall  limit 
or  restrict  rights  which  owners  of  Series  H  bonds  receive<l  in  earlier  exchanges 
have  heretofore  acquired. 


6  If  a  paving  agent  accepts  a  subscription  solely  for  the  purpose  of  forwarding  It,  or  if 
the  owner  forwards  it  direct,  to  a  Federal  Reserve  Bank  or  Branch  or  to  the  Office  of  the 
Treasurer  of  the  United  States,  the  remittance  for  the  difference,  by  check  or  other  form 
of  exchange  (which  will  be  accepted  subject  to  collection),  must  be  drawn  to  the  order  of 
the  Federal  Reserve  Bank  or  the  Treasurer  of  the  United  States,  as  the  case  may  be.  The 
remittance  must  accompany  the  subscription  and  the  securities  to  be  exchanged. 

«  The  amount,  if  any.  paid  to  the  owner  in  excess  of  the  interest  is  a  repayment  on  account 
of  the  purchase  price  of  the  securities  exchanged,  not  Income. 
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§  339.8    Reservation  as  to  terms  of  offer. 

The  Secretary  of  the  Treasury  reserves  the  right  to  reject  any  exchange  sub- 
scription for  Series  H  bonds,  in  whole  or  in  part,  and  to  refuse  to  issue  or  permit 
to  be  issued  hereunder  any  such  bonds  in  any  case  or  any  class  or  classes  of  cases 
if  he  deems  such  action  to  be  in  the  public  interest,  and  his  action  in  any  such  re- 
si)ect  shall  be  final. 

The  foregoing  revision  and  amendment  is  made  for  the  purpose  of  granting  to 
owners  of  savings  notes  the  same  privilege  afforded  owners  of  Series  E  savings 
bonds  for  exchanging  their  securities  for  Series  H  bonds  with  or  \\'ithout  tax 
deferral.  As  good  cause  exists  for  making  this  change,  which  involves  public 
property  and  Contracts  relating  to  the  fiscal  and  monetary  affairs  of  the  United 
States,  I  find  that  notice  and  public  procedures  are  unnecessary.  This  action  is 
effected  under  the  provisions  of  sections  18,  20,  and  22  of  the  Second  Liberty 
Bond  Act,  as  amended  (40  Stat.  1309,  48  Stat.  343,  49  Stat.  21,  73  Stat.  621,  all  as 
amended;  31  U.S.C.  753,  754b,  757c),  and  5  U.S.C.  301. 

[seal]  John  K.  Carlock, 

Fiscal  Assistant  Secretary. 


Exhibit  8. — Department  Circular  No.  653,  Eighth  Revision,  Supplement  No.  2, 
ofifering  of  United  States  savings  bonds,  Series  E 

The   DBa>ABTMENT   OF   THE   TEEASXHSY, 

Washington,  January  19, 1972. 
The  tables  to  Department  Circular  No.  653,  Eighth  Revision,  dated  December 
12,  1969,  as  amended  (31  CFR  Part  316),  are  hereby  supplemented  by  the  addi- 
tion of  Tables  5-A,  6-A,  2e-A,  27-A,  28-A,  29-A,  73-A,  and  74:-A,  as  set  forth 
below. 

John  K.  Cablock, 
Fiscal  Assistant  Secretary. 
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Exhibit  9. — Department  Grcular  No.  905,  December  12,  1969,  Fifth  Revision, 
Supplement  No.  1,  offering  of  United  States  savings  bonds,  Series  H 

The  Department  of  the  Treasury, 

Washington,  February  18,  1972. 
The  tables  to  Department  Circular  No.  905,  Fifth  Revision,  dated  December  12, 
1969,  as  amended  (31  OFR  Part  332),  are  hereby  supplemented  by  the  addition 
of  Tables  2-A,  3-A,  23-A,  and  24-A,  as  set  forth  below. 
Dated  :  February  18,  1972. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 
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Exhibit  10.— Department  Circular  No.  300,  December  23,  1964,  Third  Revision, 
Sixth  Amendment,  general  regulations  with  respect  to  United  States 
securities 

The  Department  of  the  Treasury, 

Wash  iugt 0)1,  April  27,  1972. 

Subpart  O  of  Treasury  Department  Circular  Xo.  300,  Third  Revision,  dated 
December  2.3,  1964,  as  amended  and  supplemented  (31  C¥n  Part  306),  is  hereby- 
further  amended  and  issued  in  its  entirety  as  follows  : 

SUBPART   0 BOOK-ENTRY    PROCEDURE 

Sec.  306.115.  Definition  of  terms. 

In  this  subpart,  unless  the  context  othem'ise  requires  or  indicates : 

(a)  "Reserve  Bank"  means  a  Federal  Reserve  Bank  and  its  branches  acting 
as  Fiscal  Agent  of  the  United  States  and  when  indicated  acting  in  its  individual 
capacity. 

(b)  "Treasury  security"  means  a  Treasury  bond,  note,  certificate  of  indebted- 
ness, or  bill  issued  under  the  Second  Liberty  Bond  Act,  as  amended,  in  the  form 
of  a  definitive  Treasury  security  or  a  book-entry  Treasury  security. 

(c)  "Definitive  Treasury  security"  means  a  Treasury  bond,  note,  certificate 
of  indebtedness,  or  bill  issued  under  the  Second  Liberty  Bond  Act,  as  amended, 
in  engraved  or  printed  form. 

(d)  "Book-entry  Treasury  security"  means  a  Treasury  bond,  note,  certificate 
of  indebtedness,  or  bill  issued  under  the  Second  Liberty  Bond  Act,  as  amended. 
in  the  form  of  an  entry  made  as  prescribed  in  this  subpart  on  the  records  of 
a  Reserve  Bank. 

(e)  "Pledge"  includes  a  pledge  of,  or  any  other  security  interest  in,  Treasury 
securities  as  collateral  for  loans  or  advances  or  to  secure  deix)sits  of  public 
monies  or  the  performance  of  an  obligation. 

(f)  "Date  of  call"  (see  Sec.  306.2)  is  "the  date  fixed  in  the  official  notice  of 
call  published  in  the  Federal  Register  *  *  *  on  which  the  obligor  will  make 
payment  of  the  security  before  maturity  in  accordance  with  its  terms." 

(g)  "Member  bank"  means  any  national  bank,  State  bank  or  bank  or  trust 
company  which  is  a  member  of  a  Reserve  Bank. 

Sec.  306.116.  Authority  of  Reserve  Banks. 

Each  Reserve  Bank  is  hereby  authorized,  in  accordance  with  the  provisions 
of  this  subpart,  to  (a)  issue  book-entry  Treasury  securities  by  means  of  entries 
on  its  records  which  shall  include  the  name  of  the  depositor,  the  amount,  the 
loan  title  (or  series)  and  maturity  date;  (b)  effect  conversions  between  book- 
entry  Treasury  securities  and  definitive  Treasury  securities:  (c)  otherwise 
service  and  maintain  book-entry  Treasury  .securities;  and  (d)  issue  a  confirma- 
tion of  transaction  in  the  form  of  a  written  advice  (serially  numbered  or  other- 
wise) which  si>ecifies  the  amount  and  description  of  any  securities,  that  is,  loan 
title  (or  series)  and  maturity  date,  sold  or  transferred  and  the  date  of  the 
transaction. 

Sec.  306.117.  Scope  and  effect  of  book-entry  procedure. 

(a)  A  Reserve  Bank  as  Fiscal  Agent  of  the  United  States  may  apply  the 
book-entry  procedure  provided  for  in  this  subpart  to  any  Treasury  securities 
which  have  been  or  are  hereafter  deposited  for  any  purix)se  in  accounts  with 
it  in  its  individual  capacity  under  terms  and  conditions  which  indicate  that  the 
Reserve  Bank  will  continue  to  maintain  such  deposit  accounts  in  its  individual 
capacity,  notwithstanding  applicati(m  of  the  book-entry  procedure  to  such 
securities.  This  paragraph  is  applicable,  but  not  limited,  to  securities  deix>sited :  ^ 

(1)  as  collateral  pledged  to  a  Reserve  Bank  (in  its  individual  capacity) 
for  advances  by  it ; 

(2)  by  a  member  bank  for  its  sole  account ; 

(3)  by  a  member  bank  held  for  the  account  of  its  customers  ; 

(4)  in  connection  with  deposits  in  a  member  hank  of  funds  of  State-s,  munici- 
palities, or  other  political  subdivisions;  or, 

(;"))  in  connection  with  the  performance  of  an  obligation  or  duty  under  Fed- 
eral, State,  municipal,  or  local  law,  or  judgments  or  decrees  of  courts. 


»  See  the  Attachment  to  this  subpart  for  rules  of  Identification  of  book-entry  securities 
for  Federal  Income  tax  purposes. 
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The  application  of  the  book-entry  procedure  under  this  paragraph  shall  not 
derogate  from  or  adversely  affect  the  relationships  that  would  otherwise  exist 
between  a  Reserve  Bank  in  its  individual  capacity  and  its  depositors  concerning 
any  deposits  under  this  paragraph.  Whenever  the  book-entry  procedure  is  applied 
to  such  Treasury  securities,  the  Reserve  Bank  is  authorized  to  take  all  action 
necessary  in  respect  of  the  book-entry  procedure  to  enable  such  Reserve  Bank  in 
its  individual  capacity  to  perform  its  obligations  as  depositary  with  respect  to 
such  Treasury  securities. 

(b)  A  Reserve  Bank  as  Fiscal  Agent  of  the  United  States  shall  apply  the  book- 
entry  procedure  to  Treasury  securities  deposited  as  collateral  pledged  to  the 
United  States  under  Treasury  Department  Circular  Nos.  92  and  176,  both  as 
revised  and  amended,  and  may  apply  the  book-entry  procedure,  with  the  approval 
of  the  Secretary  of  the  Treasury,  to  any  other  Treasury  securities  deposited  with 
a  Reserve  Bank  as  Fiscal  Agent  of  the  United  States. 

(c)  Any  person  having  an  interest  in  Treasury  securities  which  are  deposited 
with  a  Reserve  Bank  (in  either  its  individual  capacity  or  as  Fiscal  Agent)  for 
any  purpose  shall  be  deemed  to  have  consented  to  their  conversion  to  book-entry 
Treasury  securities  pursuant  to  the  provisions  of  this  subpart,  and  in  the  man- 
ner and  under  the  procedures  prescribed  by  the  Reserve  Bank. 

(d)  No  deposits  shall  be  accepted  under  this  section  on  or  after  the  date  of 
maturity  or  call  of  the  securities. 

Sec.  36.118.  Transfer  or  pledge. 

(a)  A  transfer  or  a  pledge  of  book-entry  Treasury  securities  to  a  Reserve  Bank 
(in  its  individual  capacity  or  as  Fiscal  Agent  of  the  United  States),  or  to  the 
United  States,  or  to  any  transferee  or  pledgee  eligible  to  maintain  an  appro- 
priate book-entry  account  in  its  name  with  a  Reserve  Bank  under  this  subpart,  is 
effected  and  perfected,  notwithstanding  any  provision  of  law  to  the  contrary,  by 
a  Reserve  Bank  making  an  appropriate  entry  in  its  records  of  the  securities  trans- 
ferred or  pledged.  The  making  of  such  an  entry  in  the  records  of  a  Reserve  Bank 
shall  (1)  have  the  effect  of  a  delivery  in  bearer  form  of  definitive  Treasury 
securities  ;  (2)  have  the  effect  of  a  taking  of  delivery  by  the  transferee  or  pledgee ; 
(3)  constitute  the  transferee  or  pledgee  a  holder;  and  (4)  if  a  pledge,  effect 
a  perfected  security  interest  therein  in  favor  of  the  pledgee.  A  transfer  or  pledge 
of  book-entry  Treasury  securities  effected  under  this  paragraph  shall  have  priority 
over  any  transfer,  pledge,  or  other  interest,  theretofore  or  thereafter  effected  or 
perfected  under  subsection  (b)  of  this  section  or  in  any  other  manner. 

(b)  A  transfer  or  a  pledge  of  transferable  Treasury  securities,  or  any  interest 
therein,  which  is  maintained  by  a  Reserve  Bank  (in  its  individual  capacity  or 
as  Fiscal  Agent  of  the  United  States)  in  a  book-entry  account  under  this  sub- 
part, including  securities  in  book-entry  form  under  Sec.  306.117(a)  (3),  is  ef- 
fected, and  a  pledge  is  perfected,  by  any  means  that  would  be  effective  under 
applicable  law  to  effect  a  transfer  or  to  effect  and  perfect  a  pledge  of  the  Treasury 
securities,  or  any  interest  therein,  if  the  securities  were  maintained  by  the  Reserve 
Bank  in  bearer  definitive  form.  For  purposes  of  transfer  or  pledge  hereunder, 
book-entry  Treasury  securities  maintained  by  a  Reserve  Bank  shall,  notwith- 
standing any  provision  of  law  to  the  contrary,  be  deemed  to  be  maintained  in 
bearer  definitive  form.  A  Reserve  Bank  maintaining  book-entry  Treasury  securi- 
ties either  in  its  individual  capacity  or  as  Fiscal  Agent  of  the  United  States  is  not 
a  bailee  for  purposes  of  notification  of  pledges  of  those  securities  under  this 
subsection,  or  a  third  person  in  possession  tor  purposes  of  acknowledgment  of 
transfers  thereof  under  this  subsection.  A  Reserve  Bank  will  not  accept  notice 
or  advice  of  a  transfer  or  pledge  effected  or  perfected  under  this  subsection,  and 
any  such  notice  or  advice  shall  have  no  effect.  A  Reserve  Bank  may  continue  to 
deal  with  its  depositor  in  accordance  with  the  provisions  of  this  subpart,  notwith- 
standing any  transfer  or  pledge  effected  or  perfected  under  this  subsection. 

(c)  No  filing  or  recording  with  a  public  recoi-ding  office  or  officer  shall  be 
necessary  or  effective  with  respect  to  any  transfer  or  pledge  of  book-entry  Treas- 
ury securities  or  any  interest  therein. 

(d)  A  Reserve  Bank  shall,  upon  receipt  of  appropriate  instructions,  convert 
book-entry  Treasury  securities  into  definitive  Treasury  .securities  and  deliver 
them  in  accordance  with  such  instructions ;  no  such  conversion  shall  affect  exist- 
ing interests  in  such  Treasury  securities. 

(e)  A  transfer  of  book-entry  Treasury  securities  within  a  Reserve  Bank  shall 
be  made  in  accordance  with  procedures  established  by  the  Bank  not  inconsistent 
with  this  subpart.  The  transfer  of  book-entry  Treasury  securities  by  a  Reserve 
Bank  may  be  made  through  a  telegraphic  transfer  procedure. 
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(f )  All  requests  for  transfer  or  withdrawal  must  be  made  prior  to  the  maturity 
or  date  of  call  of  the  securities. 

Sec.  306.119.  Withdrawal  of  Treasury  securities. 

(a)  A  depositor  of  book-entry  Treasury  securities  may  withdraw  them  from  a 
Reserve  Bank  by  requesting  delivery  of  like  definitive  Treasury  securities  to  itself 
or  on  its  order  to  a  transferee. 

(b)  Treasury  securities  which  are  actually  to  be  delivered  ui>on  withdrawal 
may  be  issued  either  in  registered  or  in  bearer  form,  except  that  Treasurv  bills 
and  EA  and  EO  series  of  Treasury  notes  will  be  issued  in  bearer  form  only  . 

Sec.  306.120.  Delivery  of  Treasury  sceurities. 

A  Reserve  Bank  which  has  received  Treasury  securities  and  effected  pledges, 
made  entries  regarding  them,  or  transferred  or  delivered  them  according  to  the 
instructions  of  its  depositor  is  not  liable  for  conversion  or  for  participation  in 
breach  of  fiduciary  duty  even  though  the  depositor  had  no  right  to  dispose  of  or 
take  other  action  in  respect  of  the  securities.  A  Reserve  Bank  shall  be  fully  dis- 
charged of  its  obligations  under  this  subpart  by  the  delivery  of  Trea.sury  securi- 
ties in  definitive  form  to  its  depositor  or  upon  the  order  of  such  depositor.  Cus- 
tomers of  a  member  bank  or  other  depositary  (other  than  a  Reserve  Bank)  may 
obtain  Treasury  securities  in  definitive  form  only  by  causing  the  depositor  of  the 
Reserve  Bank  to  order  the  withdrawal  thereof  from  the  Reserve  Bank. 

Sec.  306.121.  Registered  bonds  and  notes. 

'No  formal  assignment  shall  be  required  for  the  conversion  to  book-entry  Treas- 
ury securities  of  registered  Treasury  securities  held  by  a  Reserve  Bank  (in  either 
its  individual  capacity  or  as  Fiscal  Agent)  on  the  effective  date  of  this  subpart 
for  any  purpose  specified  in  Sec.  306.117(a).  Registered  Treasury  securities  de- 
posited thereafter  with  a  Reserve  Bank  for  any  purix)se  specified  in  Sec.  306.117 
shall  be  assigned  for  conversion  to  book-entry  Treasury  securities.  The  assign- 
ment, which  shall  be  executed  in  accordance  with  the  provisions  of  Subpart  F 
of  the  regulations  in  this  part,  so  far  as  applicable,  shall  be  to  "Federal  Reserve 

Bank  of ,  as  Fiscal  Agent  of  the  United  States,  for  conversion  to 

book-entry  Treasury  securities." 

Sec.  306.122.  Servicing  book-entry  Treasury  securities;  payment  of  interest, 
payment  at  maturity  or  upon  call. 

Interest  becoming  due  on  book-entry  Treasury  securities  shall  be  charged  in  the 
Treasurer's  account  on  the  interest  due  date  and  remitted  or  credited  in  accord- 
ance with  the  depositor's  instructions.  Such  securities  shall  be  redeemed  and 
charged  in  the  Treasurer's  account  on  the  date  of  maturity,  call  or  advance  re- 
funding, and  the  redemption  proceeds,  principal  and  interest,  shall  be  disposed 
of  in  accordance  with  the  depositor's  instructions. 

John  K.  Cablock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 

ATTACHMENT 
records  for  federal  income  tax  purposes 

There  are  attached  three  documents  in  connection  with  the  book-entry  pro- 
cedure which  simplify  recordkeeping  for  Federal  income  tax  purix>ses.  They  apply 
to  transferable  Treasury  bonds,  notes,  certificates  of  indebtedness  or  bills  issued 
under  the  Second  Liberty  Bond  Act,  as  amended,  and  to  "any  other  security  of 
the  United  States."  The  quoted  term  is  defined  to  include  a  bond,  note,  certificate 
of  indebtedness,  bill,  debenture  or  similar  obligation  which  is  subject  to  the  provi- 
sions of  31  CFR,  Part  306,  or  other  comparable  Federal  regulations  and  which  is 
issued  by  any  department  or  agency  of  the  Government  of  the  United  States,  or 
the  Federal  National  Mortgage  Association,  the  Federal  Home  Loan  Banks,  the 
Federal  Land  Banks,  the  Federal  Intermediate  Credit  Banks,  the  Banks  for 
Cooperatives,  or  the  Tennessee  Valley  Authority. 

The  three  documents  are  : 

(1)  The  substance  of  Treasury  Department  Decision  7081,  published  in  the 
Federal  Register  on  December  31,  1970 ; 

(2)  Revenue  Ruling  71-21,  published  in  Internal  Revenue  Bulletin  1971-3, 
dated  January  18.  1971 ;  and 

(3)  Revenue  Ruling  71-15,  published  in  Internal  Revenue  Bulletin  1971-3, 
dated  January  18,  1971. 

The  first  document  modifies  the  tax  identification  rules  regarding  the  deter- 
mination of  basis  and  holding  period  Of  securities  held  as  investments.  It  applies 
to  the  sale  or  transfer  of  book-entry  securities  pursuant  to  a  written  instruction 
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by  a  taxpayer.  It  permits  the  taxpayer  in  its  written  instruction  to  its  bank  or  to 
the  person  through  whom  the  taxpayer  makes  the  sale  or  transfer  to  identify  the 
securities  being  sold  or  transferred  by  specifying  the  unique  lot  nulnber  which 
he  has  assigned  to  the  lot  containing  them. 

The  taxpayer  may  make  the  specification  either — (a)  in  the  written  instruc- 
tion, or  (b)  in  the  case  of  a  taxpayer  having  a  book-entry  account  at  a  Reserve 
Bank,  in  a  list  of  lot  numbers  with  respect  to  all  book-entry  securities  on  the 
books  of  the  Reserve  Bank  sold  or  transferred  by  him  on  that  date,  provided  the 
list  is  mailed  to  or  received  by  the  Reserve  Bank  on  or  before  the  latter's  next 
business  day. 

These  provisions  apply  only  if  the  taxpayer  assigns  lot  numbers  in  numerical 
sequence  to  successive  purchases  of  securities  in  the  same  loan  title  (series) 
and  maturity  date,  except  that  securities  of  the  same  loan  title  (series)  and 
maturity  date  which  are  purchased  at  the  same  price  on  the  same  date  may  be 
included  within  the  same  lot. 

The  written  advice  of  transaction  furnished  to  the  taxpayer  by  the  Reserve 
Bank,  or  by  his  bank  or  any  other  person  through  whom  the  taxpayer  makes  the 
sale  or  transfer,  which  specifies  the  amount  and  the  description  of  the  securities 
sold  or  transferred  and  the  date  of  the  transaction  is  suflBcient  confirmation. 
The  Reserve  Bank  need  not  use  or  refer  to  the  lot  number. 

The  second  document  concerns  an  owner  of  securities  who  has  assigned  sequen- 
tial numbers  to  his  successive  purchases.  The  owner  retains  full  interest  in  the 
securities  but  transfers  them  to  a  bank  which  has  a  book-entry  account  with 
a  Reserve  Bank,  or  to  another  party  which  transfers  them  to  a  bank  which  has 
a  book-entry  account  with  a  Reserve  Bank. 

When  at  a  later  date  the  bank  instructs  the  Reserve  Bank  to  sell  or  transfer 
securities  held  in  book  entry  for  its  customer,  the  bank  need  not  refer  to  the 
sequential  number  which  had  been  assigned  on  the  owner's  books. 

The  tax  identification  requirements  are  satisfied  if  the  owner's  written  instruc- 
tion to  his  bank  or  to  the  person  through  whom  the  taxpayer  makes  the  sale 
or  transfer  sufliciently  identifies  the  securities  to  be  sold  or  transferred  and  refers 
to  the  lot  number  assigned  to  them  in  the  owner's  books.  The  bank's  instruction 
to  the  Reserve  Bank  will  not  refer  to  lot  numbers ;  the  Reserve  Bank  will  con- 
firm the  sale  to  the  bank  in  the  manner  it  deems  appropriate.  The  member 
bank  will  confirm  the  sale  or  transfer  to  its  customer  by  furnishing  a  written 
advice  of  transaction  specifying  the  amount  and  description  of  the  securities 
sold  and  the  date  of  sale.  The  confirmation  need  not  refer  to  lot  number. 

This  document  also  permits  substantially  the  same  kind  of  identification  and 
confirmation  procedures  when  securities  are  purchased  through  the  book-entry 
account  for  the  bank's  customers. 

The  third  document  provides  that  a  dealer,  who  properly  holds  securities  in 
inventory  in  accordance  with  section  1.471-5  of  the  Income  Tax  Regulations  and 
proposes  to  transfer  them  to  a  book-entry  system  in  a  Reserve  Bank,  will  con- 
tinue to  maintain  his  books  and  records  for  Federal  income  tax  purposes  with 
respect  to  such  securities  in  accordance  with  section  1.471-5  of  the  regulations 
and  not  section  1.1012-1  of  the  regulations.. 

The  substantive  portion  of  T.D.  7081,  approved  December  26,  1970,  reads  as 
follows : 

TITLE  26— INTERNAL  REVENUE 

Chapter  I— Internal  Revenue  Service,  Department  of  the  Treasury 

Subchapter  A — Income  Tax 

PABT  1 — ^INCOME  TAX  :  TAXABLE  TEAB8  BEGINNING  AFTER  DECEMBER  31,  1953 

Identification  of  Federal  Book-Entry  Securities 

In  order  to  modify  the  identification  rules  for  purposes  of  determining  basis 
and  holding  period  of  property  in  the  case  of  certain  Federal  securities,  para- 
graph (c)  (7)  of  Sec.  1.1012-1  of  the  Income  Tax  Regulations  (26  CFR  Part  1) 
is  amended  to  read  as  follows : 

Sec.  1.1012-1    Basis  of  property. 

***•♦*• 

(c)  Sale  of  stock.  *  *  * 

(7)  Book-entry  securities. 

470-716  O— 72 16 
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(i)  In  applying  the  provisions  of  subparagraph  (3)  (i)  (a)  of  this  paragraph 
in  the  case  of  a  sale  or  transfer  of  a  book-entry  security  (as  defined  in  subdivision 
(ili)  (a)  of  this  subparagraph)  which  is  made  after  December  31,  1970,  pursuant 
to  a  written  instruction  by  the  taxpayer,  a  specification  by  the  taxpayer  of  the 
unique  lot  number  which  he  has  assigned  to  the  lot  which  contains  the  securities 
being  sold  or  transferred  shall  constitute  specification  as  required  by  such 
subparagraph.  The  specification  of  the  lot  number  shall  be  made  either — 

(a)   In  such  written  instruction,  or 

(&)  In  the  case  of  a  taxpayer,  in  whose  name  the  book  entry  by  the  Reserve 
Bank  is  made,  in  a  list  of  lot  numbers  with  respect  to  all  book-entry  securities 
on  the  books  of  the  Reserve  Bank  sold  or  transferred  on  that  date  by  the  tax- 
payer, provided  such  list  is  mailed  to  or  received  by  the  Reserve  Bank  on  or 
before  the  Reserve  Bank's  next  business  day. 

This  subdivision  shall  apply  only  if  the  taxpayer  assigns  lot  numbers  in  numerical 
sequence  to  successive  purchases  of  securities  of  the  same  loan  title  (series) 
and  maturity  date,  except  that  securities  of  the  same  loan  title  (series)  and 
maturity  may  be  included  within  the  same  lot. 

(ii)  In  applying  the  provisions  of  subparagraph  (3)  (i)  (b)  of  this  paragraph 
in  the  case  of  a  sale  or  transfer  of  a  book-entry  security  which  is  made  pursuant 
to  a  written  instruction  by  the  taxpayer,  a  confirmation  as  required  by  such 
subparagraph  shall  be  deemed  made  by — 

(a)  In  the  case  of  a  sale  or  transfer  made  after  December  31,  1970,  the  fur- 
nishing to  the  taxpayer  of  a  written  advice  of  transaction,  by  the  Reserve  Bank 
or  the  person  through  whom  the  taxpayer  sells  or  transfers  the  securities, 
which  specifies  the  amount  and  description  of  the  securities  sold  or  transferred 
and  the  date  of  the  transaction,  or 

(b)  In  the  case  of  a  sale  or  transfer  made  before  January  1,  1971,  the  fur- 
nishing of  a  serially  numbered  advice  of  transaction  by  a  Reserve  Bank. 

(iii)  For  purposes  of  this  subparagraph  : 

(a)  The  term  "book-entry  security"  means — 

(i)  In  the  case  of  a  sale  or  transfer  made  after  December  31.  1970,  a  trans- 
ferable Treasury  bond,  note,  certificate  of  indebtedness,  or  bill  issued  under  the 
Second  Liberty  Bond  Act  (31  U.S.C.  774(2)),  as  amended,  or  other  security  of 
the  United  States  (as  defined  in  (&)  of  this  subdivision  (iii))  in  the  form 
of  an  entry  made  as  prescribed  in  31  CFR  Part  306,  or  other  comparable  Federal 
regulations,  on  the  records  of  a  Reserve  Bank,  or 

(2)  In  the  case  of  a  sale  or  transfer  made  before  January  1,  1971,  a  transfer- 
able Treasury  bond,  note,  certificate  of  indebtedness,  or  bill  issued  under  the 
Second  Liberty  Bond  Act,  as  amended,  in  the  form  of  an  entry  made  as  pre- 
scribed in  31  CFR  Part  306,  Subpart  O,  on  the  records  of  a  Reserve  Bank  which 
is  deposited  in  an  account  with  a  Reserve  Bank  (i)  as  collateral  pledged  to 
a  Reserve  Bank  (in  its  individual  capacity)  for  advances  by  it,  {ii)  as  collateral 
pledged  to  the  United  States  under  Treasury  Department  Circular  No.  92  or 
176,  both  as  revised  and  amended,  (iii)  by  a  member  bank  of  the  Federal  Reserve 
System  for  its  sole  account  for  safekeeping  by  a  Reserve  Bank  in  its  individual 
capacity,  (iv)  in  lieu  of  a  surety  or  sureties  upon  the  bond  required  by  sec- 
tion 61  of  the  Bankruptcy  Act,  as  amended  (11  U.S.C.  101),  of  a  banking  institu- 
tion designated  by  a  judge  of  one  of  the  several  courts  of  bankruptcy  under 
such  section  as  a  depository  for  the  moneys  of  a  bankrupt's  estate,  (v)  pursuant 
to  6  U.S.C.  15,  in  lieu  of  a  surety  or  sureties  required  in  connection  with  any 
recognizance,  stipulation,  bond,  guaranty,  or  undertaking  which  must  be 
furnished  under  any  law  of  the  ITnited  States  or  regulations  made  pursuant 
thereto,  (vi)  by  a  banking  institution,  pursuant  to  a  State  or  local  law,  to  secure 
the  deposit  in  such  banking  institution  of  public  funds  by  a  State,  municipality, 
or  other  political  subdivision,  (vii)  by  a  State  bank  or  trust  company  or  a  na- 
tional bank,  pursuant  to  a  State  or  local  law,  to  secure  the  faithful  performance 
of  trust  or  other  fiduciary  obligations  by  such  State  bank  or  trust  company 
or  national  bank,  or  (viii)  to  secure  funds  which  are  deposited  or  held  in  trust 
by  a  State  bank  or  trust  company  or  a  national  bank  and  are  awaiting  invest- 
ment, but  which  are  used  by  such  State  bank  or  trust  company  or  national  bank 
in  the  conduct  of  its  business ; 

(&)  The  term  "other  security  of  the  United  States"  means  a  bond,,  note,  cer- 
tificate of  indebtedness,  bill,  debenture,  or  similar  obligation  which  is  subject 
to  the  provisions  of  31  CFR  Part  306  or  other  comparable  Federal  regulations 
and  which  is  issued  by 

(1)  any  department  or  agency  of  the  Government  of  the  United  States,  or 

(2)  the  Federal  National  Mortgage  Association,  the  Federal  Home  Loan  Banks, 
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the  Federal  Land  Banks,  the  Federal  Intermediate  Credit  Banks,  the  Banks  for 
Cooperatives,  or  the  Tennessee  Valley  Authority. 

(c)  The  term  "serially-numbered  advice  of  transaction"  means  the  confirmation 
(prescribed  in  31  CFR  306.116)  issued  by  the  Resert^e  Bank  which  is  identifiable 
by  a  unique  number  and  indicates  that  a  particular  written  instruction  to  the  Re- 
serve Bank  with  respect  to  the  deposit  or  withdrawal  of  a  specified  book-entry 
security  (or  securities)  has  been  executed  ;  and 

(d)  The  term  "Reser^-e  Bank"  means  a  Federal  Reserve  Bank  and  its  branches 
acting  as  Fiscal  Agent  of  the  United  States. 

SECTION  1012. — BASIS  OF  PROPERTY COST 

26  CFR  1.1012.1 :  Basis  of  property.  Rev.  Rul.  71-21  ^ 

A  taxpayer  owns  as  investments  Treasury  securities  and  certain  other  securi- 
ties described  in  the  new  section  1.1012-1  (c)  (7)  (iii)  (a)  of  the  Income  T^x 
Regulations.  The  taxpayer  owner  will  assign  a  lot  number  to  the  securities  in  his 
books.  The  numbers  will  be  assigned  in  numerical  sequence  to  successive  pur- 
chases of  the  same  loan  title  (series)  and  maturity  date,  except  that  securities 
of  the  same  loan  title  (series)  and  maturity  date  which  are  purchased  at  the  same 
price  on  the  same  date  may  be  included  in  the  same  lot. 

The  owner  proposes  to  retain  full  interest  in  the  securities  but  he  will  transfer 
possession  of  them  to  a  bank.  That  bank  will  not  keep  records  of  the  securities  by 
use  of  the  above-described  lot  numbers.  The  bank  will  also  take  possession  of  like 
securities  for  other  taxpayers. 

The  bank  will  transfer  all  of  these  securities  to  a  book-entry  system  of  a  Fed- 
eral Reserve  Bank.  The  securities  will  be  entries  in  the  book-entry  account  of  the 
bank  and,  as  such,  the  securities  will  no  longer  exist  in  definitive  form.  That  ac- 
count will  not  reflect  the  fact  that  the  bank  holds  securities  for  several  taxpayers. 

When  the  owner  wishes  to  sell  certain  securities,  he  will  so  instruct  the  bank  in 
writing.  The  owner's  instruction  will  suflSciently  identify  the  securities  to  be  sold, 
and  will  also  refer  to  the  lot  number  assigned  in  the  books  of  the  owner  to  the 
securities  to  be  sold.  The  bank  will  tlien  instruct,  in  writing,  the  Federal  Reserve 
Bank  to  transfer  the  securities.  The  latter  instruction  will  not  refer  to  the 
pertinent  lot  number.  The  Federal  Reserve  Bank  will  confirm  the  sale  to  the  bank 
in  the  manner  it  deems  appropriate.  The  bank  will  confirm  the  sale  to  the  owner 
by  furnishing  a  written  advice  of  transaction  specifying  the  amount  and  descrip- 
tion of  the  securities  sold  and  the  date  of  the  sale.  The  confirmation  will  not 
refer  to  lot  numbers. 

When  the  owner  desires  to  buy  additional  securities  as  investments  of  the 
kind  described  in  the  new  section  1.1012-1  (c)  (7)  (iii)  (a)  of  the  regulations,  he 
will  order  the  bank  to  purchase  them.  The  bank  will  instruct  the  Federal  Reserve 
Bank  to  obtain  the  securities  and  to  put  them  in  the  bank's  book-entry  account. 
The  confirmation  of  the  purchase  from  the  Federal  Reserve  Bank  to  the  bank  and 
from  the  bank  to  the  owner  will  be  of  the  nature  used  for  the  sale  of  securities. 
The  owner  will  assign  lot  numbers  in  the  manner  described  above  to  these  pur- 
chased securities. 

Held,  the  above  procedure  is  consistent  with  the  tax  record  requirements  of 
new  section  1.1012-1  (c)  (7)  of  the  regulations.  This  procedure  exemplifies  the  tax 
record  requirements  when  securities  are  transferred  by  parties  to  a  bank  who 
has  an  account  in  the  book-entry  system  of  a  Federal  Reserve  Bank.  The  tax 
record  requirements  in  the  case  of  a  bank  who  puts  its  own  investment  securities 
in  the  book-entry  system  are  set  forth  in  new  section  1.1012-1  (c)  (7)  of  the 
regulations. 

SECTION    471 GENERAL   RULE   FOR   INVENTORIES 

26  CFR  1.471-5 :  Inventories  by  dealers  in  securities.  Rev.  Rul.  71-15 ' 

(Also  Section  1012;  1.1012-1.) 

A  dealer,  as  defined  in  section  1.471-5  of  the  Income  Tax  Regulations,  holds 
Treasury  securities  and  other  securities  of  the  United  States.  "Other  securities  of 
the  United  States"  means  a  transferable  bond,  note,  certificate  of  indebtedness,  bill, 
debenture,  or  similar  obligation  which  is  subject  to  the  provisions  of  31  CFR  306 
or  other  comparable  Federal  regulations  and  which  is  issued  by  (1)  any  depart- 
ment or  agency  of  the  Government  of  the  United  States,  or  (2)  the  Federal  Na- 
tional Mortgage  Association,  the  Federal  Home  Loan  Bank,  the  Federal  Land 


*Also  released  as  Technical  Information  Release  1063,  dated  December  30,  1970. 
*  Also  released  as  Technical  Information  Release  1064,  dated  January  14,  1971. 
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Banks,  the  Federal  Intermediate  Credit  Banks,  the  Banks  for  Cooperatives,  or 
the  Tennessee  Valley  Authority. 

The  dealer  properly  holds  such  securities  in  inventory  in  accordance  with 
section  1.471-5  of  the  Income  Tax  Regulations.  He  proposes  to  transfer  those 
securities  to  a  book-entry  system  maintained  by  a  Federal  Reserve  Bank.  The 
dealer  will  continue  to  maintain  his  books  and  records  for  Federal  income  tax 
purposes  with  respect  to  such  securities  in  accordance  with  section  1.471-5  of  the 
regulations. 

Held,  the  dealer  is  not  subject  to  the  provisions  of  section  1.1012-1  of  the  regula- 
tions relating  to  identification  of  property  with  respect  to  such  securities.  Such  a 
dealer  must,  however,  comply  with  the  provisions  of  section  1.471-5  of  the  regula- 
tions relating  to  inventory  by  dealers  in  securities. 


Exhibit  11. — Department  Circular  No.  3-72,  May  22,  1972,  regulations  governing 
United  States  Treasury  certificates  of  indebtedness — State  and  local  govern- 
ment series,  and  United  States  Treasury  notes — State  and  local  government 
series 

The  Department  of  the  Treasury, 

Washington,   May  22,  1972. 

The  regulations  in  the  Department  of  the  Treasury  Circular,  Public  Debt  Series 
No.  3-72  (31  CFR  Part  344),  set  forth  below,  are  issued  under  the  authority  of  26 
U.S.C.  103(d),  83  Stat.  656 ;  31  U.S.C.  753,  754,  754b,  and  5  U.S.C.  301. 

This  offer  of  U.S.  Treasury  Certificates  of  Indebtedness — State  and  Local  Gov- 
ernment Series,  and  U.S.  Treasury  Notes — State  and  Local  Government  Series, 
relates  to  the  fiscal  policy  of  the  United  States  and  notice  and  public  procedures 
thereon  are  unneces.sary. 

The  regulations  were  adopted  on  May  22,  1972. 

[seal]  John  K.  Carlock, 

Fiscal  Assistant  Secretary  of  the  Treasury. 
Sec. 

344.0  Offering  of  securities. 

344.1  Description  of  securities. 

344.2  Subscription  for  purchase. 

344.3  Issue  date  and  payment. 

344.4  Redemption. 

344.5  General  provisions. 

Authority  :  The  provisions  of  this  Part  344  issued  under  26  U.S.C.  103(d),  83 
Stat.  656 ;  31  U.S.C.  753,  754,  754b,  and  5  U.S.C.  301. 

§  344.0     Offering  of  securities. 

(a)  In  order  to  provide  States,  municipalities,  and  other  government  bodies 
described  in  section  103(a)  (1)  of  the  Internal  Revenue  Code  of  1954  and  the 
regulations  thereunder  with  inyestments  tailored  to  their  needs  under  tho.se  pro- 
visions, the  Secretary  of  the  Treasury  offers,  under  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended — 

(1)  U.S.  Treasury  Certificates  of  Indebtedness — State  and  Local  Government 
Series,  and 

(2)  U.S.  Treasury  Notes — State  and  Local  Government  Series, 

for  sale  to  tho.se  entities.  The  term  "government  body"  as  used  herein  refers  to 
any  one  of  these  entities.  The  term  "securities"  herein  refers  jointly  to  the  certifi- 
cates and  notes.  This  offering  will  continue  until  terminated  by  the  Secretary  of 
the  Treasury. 

§  344.1     Description  of  securities. 

(a)  General.  The  securities  will  be  issued  in  book-entry  form  on  the  books  of 
the  Department  of  the  Treasury,  Bureau  of  the  Public  Debt,  Washington,  D.C. 
20226.  They  may  not  be  transferred  by  sale,  exchange,  assignment,  or  pledge,  or 
otherwi.se. 

(b)  Terms  and  rates  of  interest. —  (1)  Certificates  of  indebtedness.  The  certifi- 
cates will  be  issued  in  multiples  of  $5,000  with  periods  of  maturity  fixed,  at  the 
option  of  the  government  body,  for  (i)  3  months,  (ii)  6  month.s,  (iii)  9  months,  or 
(iv)  1  year.  Each  certificate  will  bear  such  rate  of  interest  as  the  government 
body  may  designate,  provided  that  it  shall  not  be  more  than  the  current  Treasury 
rate  on  a  comparable  maturity,  reduced  by  one-eighth  of  1  percent.  The  applicable 
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Treasury  rates  will  be  determined  by  the  Treasury  not  less  often  than  monthly, 
and  will  be  available  at  Federal  Reserve  Banks  and  Branches.  Interest  on  the 
certificates  will  be  computed  on  an  annual  basis  and  vdll  be  payable  at  maturity 
with  the  principal  amount. 

(2)  Notes.  The  notes  will  be  issued  in  multiples  of  $5,000  with  periods  of  ma- 
turity fixed,  at  the  option  of  the  government  body,  from  1  year  6  months  up  to  and 
including  7  years,  or  for  any  intervening  half-yearly  period.  Each  note  will  bear 
such  rate  of  interest  as  the  government  body  may  designate,  provided  that  it  shall 
not  be  more  than  the  current  Treasury  rate  on  a  comparable  maturity,  reduced 
by  one-eighth  of  1  percent.  The  applicable  Treasury  rates  will  be  determined 
by  the  Treasury  not  less  often  than  monthly,  and  will  be  available  at  Federal 
Reserve  Banks  and  Branches.  Interest  on  the  notes  will  be  payable  on  a  semian- 
nual basis  by  Treasury  check  on  June  1  and  December  1,  and  at  maturity  if  other 
than  June  1  or  December  1.  Final  interest  will  be  paid  with  the  principal. 

§  344.2     Subscription  for  purchase. 

A  government  body  may  purchase  a  security  under  this  offering  by  submitting 
a  subscription  and  making  payment  to  a  Federal  Reserve  Bank  or  Branch.  A  com- 
mercial bank  may  act  on  behalf  of  a  government  body  in  submitting  subscriptions. 
The  subscription,  dated  and  signed  by  an  oflBcial  authorized  to  make  the  purchase, 
must  state  the  amount,  maturity,  and  interest  rate  of  the  security  desired,  and 
give  the  title  of  the  designated  oflBcial  authorized  to  redeem  it.  Separate  subscrip- 
tions must  be  submitted  for  certificates  and  notes,  and  for  securities  of  each 
maturity  and  each  interest  rate. 

§  344.3    Issue  date  and  payment. 

The  issue  date  of  a  security  will  be  the  date  on  which  funds  in  full  payment 
therefor  are  available  at  a  Federal  Reserve  Bank  or  Branch. 

§  344.4    Redemption. 

(a)  At  maturity.  A  security  may  not  be  called  for  redemption  by  the  Secretary 
of  the  Treasury  prior  to  maturity.  Upon  the  maturity  of  a  security,  the  Treasury 
will  make  payment  of  the  principal  amount  and  interest  to  the  owner  thereof  by 
Treasury  check,  or  in  accordance  with  other  prior  arrangements  made  by  the 
government  body  with  the  Bureau  of  the  Public  Debt. 

(b)  Prior  to  maturity.  (1)  Securities  may  be  redeemed  at  the  owner's  option 
on  2  days'  notice  after  1  month  from  the  issue  date  in  the  case  of  certificates,  and 
after  1  year  from  the  issue  date  in  the  case  of  notes.  Where  redemption  prior  to 
maturity  occurs,  the  interest  for  the  entire  period  the  security  was  outstanding 
shall  be  calculated  on  the  basis  of  the  lesser  of  (i)  the  original  interest  rate 
at  which  the  security  was  issued,  or  (ii)  an  adjusted  interest  rate  reflecting 
both  the  shorter  period  during  which  the  security  was  actually  outstanding  and 
a  i)enalty.  The  adjusted  interest  rate  is  the  Treasury  rate  which  would  have  been 
in  effect  on  the  date  of  issuance  for  a  marketable  Treasury  certificate  or  note 
maturing  on  the  quarterly  maturity  date  prior  to  redemption  (in  the  case  of  cer- 
tificates), or  on  the  semiannual  maturity  period  prior  to  redemption  (in  the  case 
of  notes),  reduced  in  either  case  by  a  penalty  which  ^all  he  the  lesser  of  (iii) 
one-eighth  of  1  percent  times  the  number  of  months  from  the  date  of  issuance  to 
original  maturity,  divided  by  the  number  of  full  months  elapsed  from  the  date  of 
issue  to  redemption,  or  (iv)  one-fourth  of  1  percent.  There  shall  be  deducted  from 
the  redemption  proceeds,  if  necessary,  any  overpayment  of  interest  resulting 
from  previous  payments  made  at  a  higher  rate  ba.«ed  on  the  original  longer  period 
to  maturity.  A  schedule  lowing  the  adjusted  interest  rates  that  apply  to  securi- 
ties redeemed  prior  to  their  maturity  dates  will  be  available  at  the  time  of  issu- 
ance of  the  securities.  A  notice  to  redeem  a  security  prior  to  the  maturity  date 
must  be  given  by  the  oflScial  authorized  to  redeem  it,  as  shown  in  the  subscription 
for  purchase,  to  the  Bureau  of  the  Public  Debt,  Division  of  Securities  Operations, 
Washington,  D.C.  20226,  by  letter,  wire,  or  telex,  or  by  telephone  confirmed  by 
wire  or  telex.  The  telephone  number  is  202—964-7007,  and  the  telex  number  is 
892428. 

§  344.5    General  provisions. 

(a)  Regulations.  U.S.  Treasury  Certificates  of  Indebtedness— State  and  Local 
Government  Series,  and  U.S.  Treasury  Notes — State  and  Local  Government 
Series,  shall  be  subject  to  the  general  regulations  with  respect  to  U.S.  securities, 
which  are  set  forth  in  the  Department  of  the  Treasury  Circular  No.  300,  current 
revision  (Part  306  of  this  chapter),  to  the  extent  applicable.  Copies  of  the  cir- 
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cular  may  be  obtained  from  tbe  Bureau  of  the  Public  Debt,  Division  of  Securi- 
ties Operations,  Washington,  D.C.  20226,  or  a  Federal  Reser\'e  Banlc  or  Branch. 

(b)  Fiscal  agents.  Federal  Reserve  Banks  and  Branches,  as  Fiscal  Agents  of  tlie 
United  States,  are  authorized  to  ix'rform  such  services  as  may  be  requested  of 
them  by  the  Secretary  of  the  Treasury  in  connection  with  the  purchase  of,  and 
transactions  in,  the  securities. 

(c)  Reservations.  The  Secretary  of  the  Treasury  reserves  the  right  to  reject 
any  application  for  the  purchase  of  securities  hereunder,  in  whole  or  in  part, 
and  to  refu.se  to  issue  or  permit  to  be  issued  any  such  .securities  in  any  ease  or 
any  class  or  classes  of  cases  if  he  deems  such  action  to  be  in  the  public  interest, 
and  his  action  in  any  such  respect  shall  be  final.  The  Secretary  of  the  Treasury 
may  also  at  any  time,  or  from  time  to  time,  supplement  or  amend  the  terms  of 
these  regulations,  or  of  any  amendments  or  supplements  thereto  . 


I 


Exhibit  12.— Department  Circular  3-67,  June  19,  1968,  Supplement,  offering  of 
United  States  savings  notes 

The  Dep.\rtment  of  the  Treasury, 

Washington,  December  27, 1971. 

Table  2,  Department  Circular  No.  3-67,  Revised,  dated  June  19,  1968,  as 
amended  (SI  CFR  Part  342),  is  hereby  supplemented  by  the  addition  of  Table  2- 
A,  as  set  forth  below. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 

Table  2-A.-Notes  bearing  issue  dates  from  May  1,  1967  ' 


Denomination $25.00    $50.00    $75.00    $100.00 

Issue  price 20.25      40.50      60.75       81.00 


Approximate  investment  yield 
(annual  percentage  rate) 


Period  after  original  maturity 

(beginning  4  years  6  months 

after  issue  date) 


(2)  From 

(3)  From 

beginning 

beginning 

(4)  From 

(1)  Red 

emption  values 

during 

of  extended 

of  each 

beginning 

eacli  half-year  period  (values 

maturity 

half-year 

of  each 

increase  on  first  day  of  period 

period  to 

period  to 

half-year 

shown) 

beginning 

beginning 

period  to 

of  each 

of  next 

extended 

EXTENDED 

MATURITY 

half-year 

half-year 

maturity ' 

PERIOD 

period 

period 

Percent 

Percent 

Percent 

$25.00 

$50.00 

$75.00 

$100.00 

0,00 

5,62 

6.50 

25.69 

51,38 

77.07 

102.76 

5,52 

6,45 

5,60 

26.39 

52.78 

79.17 

105.  56 

5,48 

6,63 

6,50 

27.12 

54.24 

81.36 

108.  48 

5,50 

6.63 

6,60 

27.87 

55.74 

83.61 

111.48 

5,51 

6,45 

6,60 

28.63 

67.26 

85.89 

114.52 

6,50 

6,62 

6,50 

29.42 

58.84 

88.26 

117.68 

5,50 

6,61 

6,50 

30.23 

60.46 

GO.  69 

120.  92 

5,50 

6.49 

6,60 

31.06 

62.12 

93.18 

124. 24 

6,50 

5,47 

5.50 

31.91 

63.82 

95.73 

127.64 

6,50 

6,62 

5,50 

32.79 

65.58 

98.37 

131.16 

5,60 

6,49 

6,60 

33.69 

67.38 

101.07 

134.  76 

5,50 

6,52 

5,60 

34.62 

69.24 

103.  86 

138. 48 

5.50 

5,49 

6.60 

35.57 

71.14 

106.71 

142,28 

6.60 

6,61 

6.60 

36.55 

73.10 

109.  65 

146. 20 

6.60 

6,47 

6.50 

37.55 

75.10 

112.65 

150.20 

5.50 

6,54 

5,50 

38.59 

77.18 

115.77 

164.36 

6,60 

5.49 

6.60 

39.65 

79.30 

118.95 

158. 60 

5,60 

5,50 

6,50 

40.74 

81.48 

122.  22 

162,  96 

5,50 

5,50 

5,50 

41.86 

83.72 

125.  58 

167.44 

5,50 

6.49 

5.49 

First  Yi  year 2  (11/1/71) 

J^tol  year (  5/1/72) 

1  to  IJ^  years (11/1/72) 

1}^  to  2  years. (  6/1/73) 

2  to  2]^  years. (11/1/73) 

2V$to3years (  5/1/74) 

3  to  3}^  years (11/1/74) 

3H  to  4  years (  6/1/76) 

4  to  4J^  years (11/1/75) 

4>^  to  5  years (6/1/76) 

6  to  53^  years (11/1/76) 

6)4  to  6  years (  6/1/77) 

6  to  6)4  years (11/1/77) 

6V5to7  years (  5/1/78) 

7  to  7)^  years. (11/1/78) 

7J^  to  8  years. (  6/1/79) 

8  to  8J^  years (11/1/79) 

^Vi  to  9  years (  6/1/80) 

9  to  9)^  years (11/1/80) 

9^  to  10  years (  6/1/81) 

EXTENDED  MA- 
TURITY VALUE 

(14  years  and  6 

months  from  issue 

date) (11/1/81) 


43,01      86.02    129.03      172.04 


'  Yields  also  apply  to  notes  with  issue  dates  June  1,  1967,  through  May  1,  1968,  unless  tables  showing 
different  yields  are  published.  (See  sec.  342.2a,  Dept.  Circ.  Public  Debt  Series  No.  3-67,  1st  Amdt.) 

2  Month,  day,  and  year  on  wliich  issues  of  May  1,  1967,  enter  each  period.  For  subsequent  issue  months 
add. the  appropriate  number  of  months. 

'  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

<  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  5.26  percent. 
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Legislation 

Exhibit  13. — An  act  to  provide  for  a  temporary  increase  in  the  public  debt 
limit  set  forth  in  section  21  of  the  Second  Liberty  Bond  Act 

[Public  Law  92-250,  92d  Congress,  H.R.  12910,  March  15,  1972] 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  That  during  the 
period  beginning  on  the  date  of  the  enactment  of  this  Act  and  end-       Public  debt 
ing  on  June  30,  1972,  the  public  debt  limit  set  forth  in  the  first       T^ii'^'orar  • 
sentence  of  section  21  of  the  Second  Liberty  Bond  Act,  as  tem-      increase'^'^^ 
porarily  increased  by  section  2(a)  of  Public  Law  92-5,  shall  be      85  Stat.  5. 
further  temporarily  increased  by  $20,000,000,000. 

Approved  March  15,  1972. 


Economic  and  Financial  Policy 

Exhibit  14. — Address  by  President  Nixon,  August  15,  1971,  on  "The  Challenge 

of  Peace" 

Good  evening. 

I  have  addressed  the  Nation  a  number  of  times  over  the  past  2  years  on  the 
problems  of  ending  a  war.  Because  of  the  progress  we  have  made  toward  achiev- 
ing that  goal,  this  Sunday  evening  is  an  appropriate  time  for  us  to  turn  our 
attention  to  the  challenges  of  peace. 

America  today  has  the  best  opportunity  in  this  century  to  attain  two  of  its 
greate.st  ideals :  To  bring  about  a  full  generation  of  peace,  and  to  create  a  new 
prosperity  without  war. 

This  not  only  requires  bold  leadership  ready  to  take  bold  action — it  calls  forth 
the  greatness  in  a  great  people. 

Prosperity  without  war  requires  action  on  three  fronts :  We  must  create 
more  and  better  jobs  ;  we  must  stop  the  rise  in  the  cost  of  living  ;  we  must  prot^K^t 
the  dollar  from  the  attacks  of  international  money  speculators. 

We  are  going  to  take  that  action — not  timidly,  not  half-heartedly,  not  in 
piecemeal  fashion.  We  are  going  to  move  forward  to  the  new  prosperity  without 
war  as  befits  a  great  people — all  together,  and  along  a  broad  front. 

The  time  has  come  for  a  new  economic  policy  for  the  United  States ;  its  targets 
are  unemployment,  inflation  and  international  speculation.  Here  is  how  we  are 
going  to  attack  them. 

First,  on  the  subject  of  jobs. 

We  all  know  why  we  have  an  unemployment  problem :  Two  million  workers 
have  been  released  from  the  Armed  Forces  and  defense  plants  because  of  our 
success  in  winding  down  the  war  in  Vietnam.  Putting  those  people  back  to  work 
is  one  of  the  challenges  of  peace,  and  we  have  begun  to  make  progress.  Our  un- 
employment rate  today  is  below  the  average  of  the  4  peacetime  years  of  the 
sixties. 

But  we  can  and  must  do  better. 

The  time  has  come  for  American  industry,  which  has  produced  more  jobs 
at  higher  real  wages  than  any  other  industrial  system  in  history,  to  embark 
on  a  bold  program  of  new  investment  in  production  for  peace. 

To  give  that  system  a  powerful  new  stimulus,  I  shall  ask  the  Congress  when 
it  reconvenes  after  its  summer  recess  to  consider  as  its  first  priority  the  enact- 
ment of  the  Job  Development  Act  of  1971. 

I  propose  to  provide  the  strongest  short-term  incentive  in  our  history  to  invest 
in  new  machinerv  and  equipment  that  will  create  new  jobs  for  Americans :  A 
10  percent  job  development  credit  for  1  year,  effective  as  of  today  with  a  5  percent 
credit  after  August  15.  1972.  This  tax  credit  for  investment  in  new  equipment 
will  not  only  generate  new  jobs  but  will  raise  productivity  and  make  our 
goods  more  competitive  in  the  years  ahead. 

I  propose  to  repeal  the  7  percent  excise  tax  on  automobiles,  effective  today. 
This  will  mean  a  reduction  in  price  of  about  $200  per  car.  I  shall  insist  that 
the  American  auto  industry  pass  this  tax  reduction  on  to  its  nearly  eight  million 
customers  who  are  buying  automobiles  this  year.  Lower  prices  will  mean  that 
more  people  will  be  able  to  afford  new  cars,  and  every  additional  100,000  cars 
sold  means  25,000  new  jobs. 
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I  propose  to  speed  up  the  personal  income  tax  exemptions  scheduled  for  Jan- 
uary 1,  1973,  to  January  1,  1972 — so  that  taxpayers  can  deduct  an  extra  $50 
for  each  exemption  1  year  earlier  than  planned.  This  increase  in  consumer  spend- 
ing power  will  provide  a  strong  boost  to  the  economy  in  general  and  to  employ- 
ment in  particular. 

The  tax  reductions  I  am  recommending,  taken  together  with  the  broad  upturn 
of  the  economy  which  has  taken  place  in  the  first  half  of  this  year,  will  move 
us  strongly  toward  a  goal  this  Nation  has  not  reached  since  1956 — ^prosperity 
with  full  employment  in  peacetime. 

Looking  to  the  future,  I  have  directed  the  Secretary  of  the  Treasury  to  rec- 
ommend to  the  Congress  in  January  new  tax  proposals  for  stimulating  research 
and  development  of  new  industries  and  new  technologies  to  help  provide  the 
20  million  new  jobs  that  America  needs  for  the  young  people  who  will  be  coming 
into  the  job  market  in  the  next  decade. 

To  offset  the  loss  of  revenue  from  these  tax  cuts  which  directly  stimulate  new 
jobs,  I  have  ordered  a  $4.7  billion  cut  in  Federal  spending. 

Tax  cuts  to  stimulate  employment  must  be  matched  by  spending  cuts  to  restrain 
inflation.  To  check  the  rise  in  the  cost  of  Government,  I  have  ordered  postpone- 
ment of  pay  raises  and  a  5-percent  cut  in  Government  employment. 

I  have  ordered  a  10  percent  cut  in  foreign  economic  aid. 

In  addition,  since  the  Congress  has  already  delayed  action  on  two  of  the  great 
initiatives  of  this  administration,  I  will  ask  Congress  to  amend  my  proposals 
to  postpone  the  implementation  of  revenue  sharing  for  3  months  and  welfare 
reform  for  1  year. 

In  this  way,  I  am  reordering  our  budget  priorities  to  concentrate  more  on 
achieving  full  employment. 

The  second  indispensable  element  of  the  new  prosperity  is  to  stop  the  rise  in 
the  cost  of  living. 

One  of  the  cruelest  legacies  of  the  artificial  prosperity  produced  by  war  is 
inflation.  Inflation  robs  every  American.  The  20  million  who  are  retired  and 
living  on  flxed  incomes  are  particularly  hard  hit.  Homemakers  flnd  it  harder 
than  ever  to  balance  the  family  budget.  And  80  million  wage  earners  have 
been  on  a  treadmill ;  in  the  4  war  years  between  1965  and  1969,  their  wage 
increases  were  completely  eaten  up  by  price  increases.  Their  paychecks  were 
higher,  but  they  were  no  better  off. 

We  have  made  progress  against  the  rise  in  the  cost  of  living ;  from  the  high 
point  of  6  percent  year  in  1969,  the  rise  in  consumer  prices  has  been  cut  to 
4  percent  in  the  first  half  of  1971.  But  just  as  in  our  fight  against  unemployment, 
we  can  and  must  do  better. 

The  time  has  come  for  decisive  action  to  break  the  vicious  circle  of  spiraling 
prices  and  costs. 

I  am  today  ordering  a  freeze  on  all  prices  and  wages  throughout  the  United 
States,  for  a  period  of  90  days.  Tn  addition,  I  call  upon  corporations  to  extend 
that  wage-price  freeze  to  all  dividends. 

I  have  today  appointed  a  Cost  of  Living  Council  within  the  Government.  I  have 
directed  this  Council  to  work  with  leaders  of  labor  and  business  to  set  up  the 
proper  mechanism  for  achieving  continued  price  and  wage  stability  after  the 
90-day  freeze  is  over. 

Let  me  emphasize  two  characteristics  to  this  action :  One,  it  is  temporary. 
To  put  the  strong,  vigorous  American  economy  into  a  permanent  straitjacket 
would  lock  in  unfairness  and  stifie  the  expansion  of  our  free  enterprise  system. 
Two,  while  the  wage-price  freeze  will  be  backed  by  Government  sanctions  if 
necessary,  it  will  not  be  accompanied  by  the  establishment  of  a  huge  price- 
control  bureaucracy.  I  am  relying  on  the  voluntary  cooperation  of  all  Ameri- 
cans— workers,  employers,  consumers — to  make  this  freeze  work. 

Working  together,  we  will  break  the  back  of  infiation,  and  we  will  do  it  with- 
out the  mandatory  wage  and  price  controls  that  crush  economic  and  personal 
freedom. 

The  third  indisnensable  element  in  bulMing  the  new  prosperity  is  closely  related 
to  creating  new  jobs  and  halting  infiation.  We  must  protect  the  position  of  the 
American  dollar  as  a  pillar  of  monetary  stability  around  the  world. 

In  the  past  7  years,  there  has  been  an  average  of  one  international  monetary 
crisis  every  year.  Who  gains  from  these  crises?  Not  the  workingman,  not  the 
Investor,  not  the  re^l  producers  of  wealth.  The  gainers  are  the  international 
money  speculators.  Because  they  thrive  on  crises,  they  help  to  create  them. 
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In  recent  weeks,  the  speculators  have  been  waging  an  all-out  war  on  the 
American  dollar.  The  strength  of  a  nation's  currency  is  based  on  the  strength 
of  that  nation's  economy — and  the  American  economy  is  by  far  the  strongest 
in  the  world.  Accordingly,  I  have  directed  the  Secretary  of  the  Treasury  to 
take  the  action  necessary  to  defend  the  dollar  against  the  speculators. 

I  have  directed  Secretary  Connally  to  suspend  temporarily  the  convertibility 
of  the  dollar  into  gold  or  other  reserve  assets,  except  in  amounts  and  conditions 
determined  to  be  in  the  interest  of  monetary  stability  and  in  the  best  interests 
of  the  United  States. 

Let  me  lay  to  rest  the  bugaboo  of  devaluation.  What  does  this  action  mean 
for  you? 

If  you  want  to  buy  a  foreign  car,  or  take  a  trip  abroad,  market  conditions 
may  cause  your  dollar  to  buy  slightly  less.  But  if  you  are  among  the  overwhelm- 
ing majority  who  buy  American-made  products  in  America,  your  dollar  will  be 
worth  just  as  much  tomorrow  as  it  is  today. 

The  effect  of  this  action  will  be  to  stabilize  the  dollar. 

This  action  will  not  win  us  any  friends  among  the  international  money  traders. 
But  our  primary  concern  is  with  the  American  workers  and  with  fair  competition 
around  the  world. 

To  our  friends  abroad,  including  the  many  responsible  members  of  the  interna- 
tional banking  community  who  are  dedicated  to  stability  and  the  flow  of  trade, 
I  give  this  assurance :  The  United  States  has  always  been,  and  will  continue 
to  be,  a  forward-looking  and  trustworthy  trading  partner.  In  full  cooperation 
with  the  International  Monetary  Fund  and  those  who  trade  with  us,  we  will 
press  for  the  necessary  reforms  to  set  up  an  urgently  needed  new  international 
monetary  system.  Stability  and  equal  treatment  is  in  everybody's  best  interest. 
I  am  determined  that  the  American  dollar  must  never  again  be  a  hostage  in 
the  hands  of  the  international  speculators. 

I  am  taking  one  further  step  to  protect  the  dollar,  to  improve  our  balance 
of  payments,  and  to  increase  U.S.  jobs.  As  a  temporary  measure,  I  am  today 
imposing  an  additional  tax  of  10  percent  on  goods  imported  into  the  United 
States.  This  is  a  better  solution  for  international  trade  than  direct  controls 
on  the  amount  of  imports. 

This  import  tax  is  a  temporary  action — not  directed  against  any  other  country, 
but  an  action  to  make  certain  that  American  products  will  not  be  at  a  disad- 
vantage because  of  unfair  exchange  rates.  When  the  unfair  treatment  is  ended, 
the  import  tax  will  end  as  well. 

As  a  result  of  these  actions,  the  product  of  American  labor  will  be  more  com- 
petitive, and  the  unfair  edge  that  some  of  our  foreign  competition  has  had  will 
be  removed.  That  is  a  major  reason  why  our  trade  balance  has  eroded  over  the 
past  15  years. 

At  the  end  of  World  War  II,  the  economies  of  the  major  industrial  nations  of 
Europe  and  Asia  were  shattered.  To  help  them  get  on  their  feet  and  to  protect 
their  freedom,  the  United  States  has  provided  $143  billion  in  foreign  aid.  That  was 
the  right  thing  for  us  to  do. 

Today,  largely  with  our  help,  they  have  regained  their  vitality  and  have  be- 
come strong  competitors.  Now  that  other  nations  are  economically  strong  the 
time  has  come  for  them  to  bear  their  fair  share  of  the  burden  of  defending  free- 
dom around  the  world.  Tlie  time  has  come  for  exchange  rates  to  be  set  straight 
and  for  the  major  nations  to  compete  as  equals.  There  is  no  longer  any  need  for 
the  United  States  to  compete  with  one  hand  tied  behind  her  back. 

The  range  of  actions  I  have  taken  and  proposed  tonight — on  the  job  front, 
on  the  inflation  front,  on  the  monetary  front — is  the  most  comprehensive  new 
economic  policy  to  be  undertaken  by  this  Nation  in  four  decades. 

We  are  fortunate  to  live  in  a  nation  with  an  economic  system  capable  of  pro- 
ducing for  its  people  the  highest  standard  of  living  in  the  world ;  flexible  enough 
to  change  its  ways  dramatically  when  circumstances  call  for  change ;  and  most 
important — resourceful  enough  to  produce  prosperity  with  freedom  and  opportu- 
nity unmatched  in  the  history  of  nations. 

The  purposes  of  the  Government  actions  I  have  announced  tonight  are  to  lay 
the  basis  for  renewed  confidence,  to  make  it  possible  for  us  to  compete  fairly, 
with  the  rest  of  the  world,  to  open  the  door  to  a  new  prosperity. 

But  government,  with  all  its  powers,  does  not  hold  the  key  to  the  success  of  a 
people.  That  key,  my  fellow  Americans,  is  in  your  hands. 

A  nation,  like  a  person,  has  to  have  a  certain  inner  drive  in  order  to  succeed. 
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In  economic  affairs,  that  inner  drive  is  called  the  competitive  spirit. 

Every  action  I  have  taken  tonight  is  designed  to  nurture  and  stimulate  that 
competitive  spirit,  to  help  us  snap  out  of  that  self-doubt  and  self-disparagement 
that  saps  our  energy  and  erodes  our  confidence  in  ourselves. 

Whether  this  Nation  stays  number  one  in  the  world's  economy  or  resigns  itself 
to  second  or  third  or  fourth  place ;  whether  we  as  a  people  instill  our  faith  in 
ourselves,  or  lose  that  faith  ;  whether  we  hold  fast  to  the  strength  that  makes 
peace  and  freedom  possible  in  this  world,  or  lose  our  grip — all  that  depends  on 
your  competitive  spirit,  your  sen.se  of  personal  destiny,  your  pride  in  your  coun- 
try and  in  yourself. 

We  can  be  certain  of  this  :  As  the  threat  of  war  recedes,  the  challenge  of  peace- 
ful competition  increases. 

We  welcome  this  competition,  because  America  is  at  her  greatest  when  she 
is  called  on  to  compete.  And  no  nation  has  anything  to  fear  from  our  competi- 
tion, because  we  lead  our  competitors  on  to  new  heights  for  their  own  people. 

As  there  always  have  been  in  our  history,  there  will  be  voices  urging  us  to 
shrink  from  that  challenge,  to  build  a  protective  wall  around  ourselves,  to  crawl 
into  a  shell  as  the  rest  of  the  world  moves  ahead. 

Two  hundred  years  ago,  a  man  wrote  in  his  diary :  "Many  thinking  people 
believe  America  has  seen  its  best  days."  That  was  just  before  the  American 
Revolution  in  1775,  at  the  dawn  of  the  most  exciting  era  in  the  history  of  man. 
Today,  we  hear  the  echoes  of  those  voices,  preaching  a  gospel  of  gloom  and  de- 
feat, saying  that  same  thing :  "We  have  seen  our  best  days." 

Let  Americans  reply  :  "Our  best  days  lie  ahead." 

As  we  move  into  a  generation  of  peace,  as  we  blaze  the  trail  toward  the  new 
prosperity,  I  say  to  every  American  :  Let  us  raise  our  spirits  :  let  us  raise  our 
sights ;  let  all  of  us  contribute  all  we  can  to  the  great  and  good  country  that 
contributes  so  much  to  the  progress  of  mankind. 

Let  us  invest  in  our  Nation's  future,  and  let  us  revitalize  that  faith  in  ourselves 
that  built  a  great  nation  in  the  past  and  will  shape  the  world  of  the  future. 


Exhibit  15. — Executive  order,  August  15,  1971,  providing  for  stabilization  of 
prices,  rents,  wages,  and  salaries 

WHEREAS,  in  order  to  stabilize  the  economy,  reduce  inflation,  and  minimize 
unemployment,  it  is  necessary  to  stabilize  prices,  rents,  wages,  and  salaries ;  and 

WHEREAS,  the  present  balance  of  payments  situation  makes  it  especially 
urgent  to  stal)ilize  prices,  rents,  wages,  and  salaries  in  order  to  improve  our  com- 
petitive position  in  world  trade  and  to  protect  the  purcha.sing  power  of  the 
dollar : 

NOW,  THEREFORE,  by  virtue  of  the  authority  vested  in  me  by  the  Con- 
stitution and  statutes  of  the  United  States,  including  the  Economic  Stabilization 
Act  of  1970  (P.L.  91-379,  84  Stat.  799),  as  amended,  it  is  hereby  ordered  as 
follows : 

Section  1.  (a)  Prices,  rents,  wages,  and  salaries  shall  be  stabilized  for  a  period 
of  90  days  from  the  date  hereof  at  levels  not  greater  than  the  highest  of  those 
pertaining  to  a  substantial  volume  of  actual  transactions  by  each  individual, 
busine.s.s,  firm  or  other  entity  of  any  kind  during  the  30-day  period  ending  Au- 
gust 14,  1971,  for  like  or  similar  commodities  or  services.  If  no  transactions  oc- 
curred in  that  period,  the  ceiling  will  be  the  highest  price,  rent,  salary  or  wage 
ill  the  nearest  preceding  30-day  period  in  whieli  transactions  did  occur.  No  per- 
son shall  charge,  assess,  or  receive,  directly  or  indirectly  in  any  transaction  prices 
or  rents  in  any  form  higher  than  those  permitted  hereunder,  and  no  person  shall, 
directly  or  indirectly,  pay  or  agree  to  pay  in  any  transaction  wages  or  .salaries  in 
any  form,  or  to  use  any  means  to  obtain  payment  of  wages  and  .salaries  in  any 
form,  higher  than  those  permitted  hereunder,  whether  by  retroactive  increase  or 
otherwise. 

(b)  Each  person  engaged  in  the  business  of  selling  or  providing  commodities  or 
services  shall  maintain  available  for  public  inspection  a  record  of  the  highest 
prices  or  rents  charged  for  such  or  similar  commodities  or  sers'ices  during  the 
30-day  perio<l  ending  August  14,  1971. 

(c)  The  provisions  of  .se<'tions  1  and  2  hereof  shall  not  apply  to  the  prices 
charged  for  raw  agricultural  products. 
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Sec.  2.  (a)  There  is  hereby  established  the  Cost  of  Living  Council  which  shall 
act  as  an  agency  of  the  United  States  and  which  is  hereinafter  referred  to  as  the 
Council. 

(b)  The  Council  shall  be  composed  of  the  following  members:  The  Secretary 
of  the  Treasury,  the  Secretary  of  Agriculture,  the  Secretary  of  Commerce,  the 
Secretary  of  Labor,  the  Director  of  the  Office  of  Management  and  Budget,  the 
Chairman  of  the  Council  of  Economic  Advisers,  the  Director  of  the  Office  of  Emer- 
gency Preparedness,  and  the  Special  Assistant  to  the  President  for  Consumer 
Affairs.  The  Secretary  of  the  Treasury  shall  serve  as  Chairman  of  the  Council  and 
the  Chairman  of  the  Council  of  Economic  Advisers  shall  serve  as  Vice  Chairman. 
The  Chairman  of  the  Board  of  Governors  of  the  Federal  Reserve  System  shall 
serve  as  adviser  to  the  Council. 

(c)  Under  the  direction  of  the  Chairman  of  the  Council  a  Special  Assistant 
to  the  President  shall  serve  as  Executive  Director  of  the  Council,  and  the  Execu- 
tive Director  is  authorized  to  appoint  such  personnel  as  may  be  necessary  to 
assist  the  Council  in  the  performance  of  its  functions. 

Sec.  3.  (a)  Except  as  otherwise  provided  herein,  there  are  hereby  delegated 
to  the  Council  all  of  the  powers  conferred  on  the  President  by  the  Economic 
Stabilization  Act  of  1970. 

(b)  The  Council  shall  develop  and  recommend  to  the  President  additional 
policies,  mechanisms,  and  procedures  to  maintain  economic  growth  without  in- 
flationary increases  in  prices,  rents,  wages,  and  salaries  after  the  expiration  of 
the  90-day  period  specified  in  Section  1  of  this  Order. 

(c)  The  Council  shall  consult  with  representatives  of  agriculture,  industry, 
labor  and  the  public  concerning  the  development  of  policies,  mechanisms  and 
procedures  to  maintain  economic  growth  without  inflationary  increases  in  prices, 
rents,  wages,  and  salaries. 

(d)  In  all  of  its  actions  the  Council  will  be  guided  by  the  need  to  maintain 
consistency  of  price  and  wage  policies  with  fiscal,  monetary,  international  and 
other  economic  policies  of  the  United  States. 

(e)  The  Council  shall  inform  the  public,  agriculture,  industry,  and  labor 
concerning  the  need  for  controlling  inflation  and  shall  encourage  and  promote 
voluntary  action  to  that  end. 

Sec.  4.  (a)  The  Council,  in  carrying  out  the  provisions  of  this  Order,  may  (i) 
prescribe  definitions  for  any  terms  used  herein,  (i.i.)  make  exceptions  or  grant 
exemptions,  (i.i.i. )  issue  regulations  and  orders,  and  (i.v.)  take  such  other 
actions  as  it  determines  to  be  necessary  and  appropriate  to  carry  out  the  puri>oses 
of  this  Order. 

(b)  The  Council  may  redelegate  to  any  agency,  instrumentality  or  official  of 
the  United  States  any  authority  under  this  Order,  and  may,  in  administering 
this  Order,  utilize  the  services  of  any  other  agencies,  Federal  or  State,  as  may 
be  available  and  appropriate. 

(c)  On  request  of  the  Chairman  of  the  Council,  each  Executive  Department 
or  agency  is  authorized  and  directed,  consistent  with  law,  to  furnish  the  Council 
with  available  information  which  the  Council  may  require  in  the  performance 
of  its  functions. 

(d)  All  Executive  departments  and  agencies  shall  furnish  such  necessary 
assistance  as  may  be  authorized  by  section  214  of  the  Act  of  May  3,  1945,  59 
Stat.  134  (31  U.S.C.  691). 

See.  5.  The  Council  may  require  the  maintenance  of  appropriate  records  or 
other  evidence  which  are  necessary  in  carrying  out  the  provisions  of  this  Order, 
and  may  require  any  person  to  maintain  and  produce  for  examination  such 
records  or  other  evidence,  in  such  form  as  it  shall  require,  concerning  prices, 
rents,  wages,  and  salarie.s  and  all  related  matters.  The  Council  may  make  such 
exemptions  from  any  requirement  otherwise  imposed  as  are  consistent  with  the 
purposes  of  this  Order.  Any  type  of  record  or  evidence  required  under  regula- 
tions issued  under  this  Order  shall  be  retained  for  such  period  as  the  Council 
may  prescribe. 

Sec.  6.  The  expenses  of  the  Council  shall  be  paid  from  such  funds  of  the  Treas- 
ury Department  as  may  be  available  therefore. 

Sec.  7.  (a)  Whoever  willfully  violates  this  Order  or  any  order  or  regulation 
issued  under  authority  of  this  Order  shall  be  fined  not  more  than  $5,000  for  each 
such  violation. 

(b)  The  Council  shall  in  its  discretion  request  the  Department  of  Justice  to 
bring  actions  for   injunctions  authorized  under  Section  205  of  the  Economic 
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Stabilization  Act  of  1970  whenever  it  appears  to  the  CJouncil  that  any  i)erson  has 
engaged,  is  engaged,  or  is  about  to  engage  in  any  acts  or  practices  constituting 
a  violation  of  any  regulation  or  order  issued  pursuant  to  this  Order. 

Richard  Nixon. 
The  White  House,  August  15,1971. 


Exhibit  16. — Proclamation  by  President  Nixon,  August  15,  1971,  on  the  imposition 
of  supplemental  duty  for  balance  of  payments  purposes 

WHEREAS,  there  has  been  a  prolonged  decline  in  the  international  monetary 
reserves  of  the  United  States,  and  our  trade  and  international  competitive  posi- 
tion is  seriou.sly  threatened  and,  as  a  result,  our  continued  ability  to  assure  our 
security  could  be  impaired  ; 

WHEREAS,  the  balance  of  payments  position  of  the  United  States  requires 
the  imposition  of  a  surcharge  on  dutiable  imports ; 

WHEREAS,  pursxiant  to  the  authority  vested  in  him  by  the  Constitution  and 
the  statutes,  including,  but  not  limited  to,  the  Tariff  Act  of  1930,  as  amended 
(hereinafter  referred  to  as  "the  Tariff  Act"),  and  the  Trade  Expansion  Act  of 
1962  (hereinafter  referred  to  as  "the  TEA"),  the  President  entered  into,  and 
proclaimed  tariff  rates  under,  trade  agreements  with  foreign  countries ; 

WHEREAS,  under  the  Tariff  Act,  the  TEA,  and  other  provisions  of  law,  the 
President  may,  at  any  time,  modify  or  terminate,  in  whole  or  in  part,  any  procla- 
mation made  under  his  authority  ; 

NOW,  THEREFORE,  I  RICHARD  NIXON,  President  of  the  United  States 
of  America,  acting  under  the  authority  vested  in  me  by  the  Constitution  and  the 
statutes,  including,  but  not  limited  to,  the  Tariff  Act,  and  the  TEA,  respectively, 
do  proclaim  as  follows  : 

A.  I  hereby  declare  a  national  emergency  during  which  I  call  upon  the  public 
and  private  sector  to  make  the  efforts  necessary  to  strengthen  the  international 
economic  position  of  the  United  States. 

B.  (1)  I  hereby  terminate  in  part  for  such  period  as  may  be  necessary  and 
modify  prior  Presidential  Proclamations  which  carry  out  trade  agreements  inso- 
far as  such  proclamations  are  inconsistent  with,  or  proclaim  duties  different 
from,  those  made  effective  pursuant  to  the  terms  of  this  Proclamation. 

(2)  Such  proclamations  are  suspended  only  insofar  as  is  required  to  assess 
a  surcharge  in  the  form  of  a  supplemental  duty  amounting  to  10  percent  ad 
valorem.  Such  supplemental  duty  shall  be  imposed  on  all  dutiable  articles  im- 
ported into  the  customs  territory  of  the  United  States  from  outside  thereof, 
which  are  entered,  or  withdrawn  from  warehouse,  for  con.soimption  after  12  :01 
a.m.,  August  16,  1971,  provided,  however,  that  if  the  imposition  of  an  additional 
duty  of  10  percent  ad  valorem  would  cause  the  total  duty  or  charge  payable 
to  exceed  the  total  duty  or  charge  payable  at  the  rate  prescribed  in  column  2 
of  the  Tariff  Schedules  of  the  United  States,  then  the  column  2  rate  shall  apply. 

C.  To  implement  section  B  of  this  Proclamation,  the  following  new  subpart 
shall  be  inserted  after  subpart  B  of  part  2  of  the  appendix  to  the  Tariff  Sched- 
ules of  the  United  States  : 

Subpart  C — Temporary  Modifications  for  Balance  of  Payments  Purposes 

Subpart  C  headnotes : 

1.  This  subpart  contains  modifications  of  the  provisions  of  the  tariff  schedules 
proclaimed  by  the  President  in  Proclamation  4074. 

2.  Additional  duties  imposed. — The  duties  provided  for  in  this  subpart  are 
cumulative  duties  which  apply  in  addition  to  the  duties  otherwise  imposed  on  the 
articles  involved.  The  provisions  for  these  duties  are  effective  with  respect  to 
articles  entered  on  and  after  12  :01  a.m.,  August  16,  1971,  and  shall  continue  in 
effect  until  modified  or  terminated  by  the  President  or  by  the  Secretary  of  the 
Treasury  (hereinafter  referred  to  as  the  Secretary)  in  accordance  with  headnote 
4  of  this  subpart. 

3.  Limitation  on  additional  duties. — The  additional  10  percent  rate  of  duty 
specified  in  rate  of  duty  column  numbered  1  of  item  948.00  shall  in  no  event  ex- 
ceed that  rate  which,  when  added  to  the  column  numbered  1  rate  imposed  on  the 
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imported  article  under  the  appropriate  item  in  schedules  1  through  7  of  these 
schedules,  would  result  in  an  aggregated  rate  in  excess  of  the  rate  provided  for 
such  article  in  rate  of  duty  column  numbered  2. 

4.  For  the  purposes  of  this  subpart — 

(a)  Delegation  of  authority  to  Secretary. — The  Secretary  may  from  time  to 
time  take  action  to  reduce,  eliminate  or  reimpose  the  rate  of  additional  duty 
herein  or  to  establish  exemption  therefrom,  either  generally  or  with  respect  to 
an  article  which  he  may  specify  either  generally  or  as  the  product  of  a  particular 
country,  if  he  determines  that  such  action  is  consistent  with  safeguarding  the 
balance  of  payments  position  of  the  United  States. 

(b)  Publication  of  Secretary's  actions. — All  actions  taken  by  the  Secretary 
hereunder  shall  be  in  the  form  of  modifications  of  this  subpart  published  in  the 
Federal  Register.  Any  action  reimposing  the  additional  duties  on  an  article 
exempted  therefrom  by  the  Secretary  shall  be  effective  only  with  respect  to  arti- 
cles entered  on  and  after  the  date  of  publication  of  the  action  in  the  Federal 
Register. 

(c)  Authority  to  prescribe  rules  and  regulations. — The  Secretary  is  authorized 
to  prescribe  such  rules  and  regulations  as  he  determines  to  be  necessary  or  ap- 
propriate to  carry  out  the  provisions  of  this  subpart. 

5.  Articles  exempt  from  the  additional  duties. — In  accordance  with  determina- 
tions made  by  the  Secretary  in  accordance  with  headnote  4(a),  the  following 
described  articles  are  exempt  from  the  provisions  of  this  subpart : 


Item  Article. 


Rates  of  Duty 


1 


948. 00  Articles,  except  as  exempted  under  headnote  5  of  this  subpart,  which 
are  not  free  of  duty  under  these  schedules  and  which  are  the  subject 
of  tarlfl  concessions  granted  by  the  United  States  In  trade  agree- 
ments   10%adval No  change 

(see  headnote 
3  of  this 
subpart) 


D.  This  Proclamation  shall  be  effective  12 :01  a.m.,  August  16,  1971. 

IN  WITNESS  WHEREOF,  I  have  hereunto  set  my  hand  this  fifteenth  day  of 
August  in  the  year  of  our  Lord  nineteen  hundred  and  seventy-one,  and  of  the 
Independence  of  the  United  States  of  America  the  one  hundred  and  ninety-sixth. 

Richard  Nixon. 


Exhibit  17.— White  House  press  release,  August  15,  1971,  containing  explanatory 
material  on  the  President's  economic  program 

The  attached  material  provides  a  more  detailed  explanation  of  the  main  points 
of  the  integrated  economic  program  announced  by  the  President  this  evening.  It 
is  divided  into  five  sections  covering : 

1.  Economic  expansion  in  a  world  at  peace. 

2.  Wage-price  freeze. 

3.  Budget  and  tax  measures. 

4.  Temporary  import  surcharge. 

5.  International  monetary  arrangements. 

Economic  expansion  in  a  world  at  peace 

The  President  has  initiated  a  comprehensive  program  of  interrelated  measures 
to  achieve  four  interrelated  objectives:  (1)  To  increase  employment;  (2)  to 
achieve  price  stability  promptly;  (3)  to  strengthen  the  position  of  the  United 
States  in  the  world  economy;  and  (4)  to  improve  the  international  monetary 
and  trading  system. 

The  program  consists  of  the  following  measures : 

1.  A  90-day  freeze  of  all  prices  and  wages.  This  freeze  will  be  monitored  by 
the  Oflace  of  Emergency  Preparedness  under  the  policy  direction  of  a  newly 
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established   Cabinet   Cost   of  Living   Council   chaired   by   Treasury   Secretary 
Connally. 

2.  A  second  stage  of  price-tcage  stabilization  in  which  transition  is  accom- 
plished from  the  temporary  freeze  to  the  restoration  of  free  markets  without 
inflation.  Plans  for  the  mechanisms  to  be  used  during  the  second  stage  will  be 
developed  by  the  Cost  of  Living  Council. 

These  steps  on  the  price-wage  front  will  do  more  than  control  inflation.  They 
will  help  to  restore  confidence,  increase  the  competitiveness  of  American  prod- 
ucts in  world  trade,  expand  employment  at  home  and  strengthen  the  American 
dollar. 

3.  Temporary  suspension  of  full  convertiUlity  of  dollars  into  gold  for  foreign 
treasuries  and  central  banks  and  the  start  of  international  consultation  and  nego- 
tiations to  achieve  needed  and  lasting  reform  in  international  monetary  arrange- 
ments. In  the  process,  changes  in  the  exchange  rate  for  the  dollar  and  other  cur- 
rencies (but  not  the  oflBcial  dollar  price  of  gold)  may  be  anticipated.  This  will  end 
excessive  speculation  and  uncertainty  about  the  future  value  of  the  dollar  and 
other  currencies  and  strengthen  our  international  trading  and  financial  position. 

4.  Imposition  of  a  temporary  surcharge  on  imports  into  the  United  States,  gen- 
erally at  a  rate  of  10  percent.  This  surcharge  is  imposed  imder  the  authority  of 
the  Trade  Expansion  Act  of  1962.  Its  purpose  is  to  strengthen  the  U.S.  balance  of 
trade  and  payments  during  a  period  while  more  fundamental  measures  are  com- 
ing into  effect. 

5.  Recommendation  that  Congress  establish,  effective  August  15,  1911,  a  job 
development  credit,  an  accelerated  investment  tax  credit  at  the  rate  of  10  percent 
for  1  year,  to  be  followed  by  a  permanent  credit  at  the  rate  of  5  percent.  This 
credit  will  encourage  investments  and  thereby  stimulate  employment,  economic 
growth  and  the  improvement  of  productivity.  The  improvement  of  pro<luetivity 
will  in  turn  make  U.S.  goods  more  competitive  in  world  markets.  The  especially 
high  rate  of  credit  for  investment  during  the  first  year  will  particularly  accel- 
erate employment  now  when  it  is  below  par. 

6.  Recommendation  that  Congress  repeal  the  excise  tax  on  automobiles,  effec- 
tive August  15, 1911.  The  tax  rate  is  7  percent  of  the  manufacturer's  price,  so  that 
the  average  tax  per  car  is  $200.  I  shall  insist  that  automobile  manufacturers  pass 
the  reduction  on  to  customers  in  lower  prices.  The  purpose  of  this  move  is  to 
reduce  an  important  item  in  the  co.st  of  living — the  price  of  automobiles — and  to 
stimulate  production  and  employment  in  the  auto  industry. 

7.  Recommendation  that  Congress  advance  to  January  1,  1912  the  increase  of 
personal  income  tax  exemptions  scheduled  by  present  law  to  take  effect  on  Janu- 
ary 1,  1913.  This  will  be  in  addition  to  the  exemption  increase  now  scheduled  to 
take  effect  on  January  1,  1972.  The  additional  exemption  will  be  $50  per  person. 
This  tax  reduction  will  stimulate  consumers'  expenditures  and  employment. 

8.  Reduction  of  Federal  expenditures  in  fiscal  year  1912  by  $4-1  billion.  The 
main  items  in  this  total  are  a  5  percent  cut  in  Federal  employment,  a  freeze  for  6 
months  of  the  Federal  pay  increase  scheduled  for  January  1,  1972,  and  the  defer- 
ral for  3  months  of  the  effective  date  of  general  revenue  sharing,  and  of  1  year 
for  welfare  reform.  These  expenditure  reductions,  plus  the  revenue  from  the  tem- 
porary import  surcharge,  will  exceed  the  revenue  loss  in  fiscal  1972  from  the 
recommended  tax  reduction.  Some  of  these  expenditure  reductions  are  recognition 
of  delay  in  congressional  action  on  the  President's  programs. 

At  the  same  time  that  the  program  reduces  Federal  expenditures  relative  to 
revenues  it  will  be  strongly  expansionary  as  far  as  jobs  and  production  are  con- 
cerned. That  is  because  the  elements  of  the  program  which  stimulate  employment 
are  extremely  powerful  in  relation  to  the  revenue  loss  they  involve — more  power- 
ful per  dollar  than  the  expenditures  which  are  being  reduced.  The  strong  anti- 
inflation  program  including  the  price-wage  freeze  will  entail  no  revenue  loss  but 
will  encourage  consumers'  spending  and  employment.  The  import  surcharge  will 
stimulate  employment  in  the  United  States  even  while  it  yields  budget  revenue. 
The  investment  tax  credit,  with  its  new  accelerated  feature,  will  give  business  an 
incentive  to  spend  money  to  create  jobs  in  ammmts  greater  than  the  revenue  lost. 
The  reduction  in  the  price  of  automobiles  will  also  have  a  powerful  effect  on  em- 
ployment. Thus  the  combined  program  strengthens  the  economy  while  strengthen- 
ing the  budget. 
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Effects  of  program  on  fiscal  1972  "budget 

Revenue  reduction  :  Billiona  of  dollars 

Accelerated  investment  tax  credit 3.  0 

Accelerated  increase  of  personal  exemptions 1.  0 

Elimination  of  auto  excises 2. 3 

6.3 

Revenue  increase : 

Import  surcharge 2. 1 

New  revenue  reduction 4.  2 

Expenditure  reductions : 

Freeze  of  Federal  pay  increase 1. 3 

Deferral  of  general  revenue  sharing 1. 1 

Reduction  of  Federal  employment .  5 

Deferrals  of  some  special  revenue  sharing .  7 

Deferral  of  welfare  reform  and  others 1. 1 

Total  4.  7 

Excess  of  expenditure  reductions  over  revenue  reductions .  5 

Wage-price  freeze 

President  Nixon  today  instituted  a  90-day  freeze  on  wages  and  prices  in  the 
United  States.  The  President,  acting  under  the  authority  provided  by  the  Eco- 
nomic Stabilization  Act  of  1970,  established  a  ceiling  on  all  prices,  rents,  wages, 
and  salaries  af  n  'evel  not  exceeding  that  which  prevailed  during  the  month  end- 
ing August  14, 1971.  The  freeze  on  prices  covers  all  commodities  and  services,  with 
the  exception  of  raw  agricultural  products.  Increases  in  prices,  rents,  or  wages 
scheduled  under  existing  contracts  will  need  to  be  deferred. 

The  President  also  established  a  Cost  of  Living  Council,  chaired  by  the  Secre- 
tary of  the  Treasury,  with  responsibility  for  the  general  administration  of  the 
wage-price  freeze  and  to  recommend  to  the  President  additional  policies,  mechan- 
isms and  procedures  to  maintain  a  stable  level  of  prices  and  costs  and  minimize 
unemployment  when  the  freeze  expires.  In  addition  to  the  Secretary  of  the  Treas- 
ury, the  Council  is  comprised  of  the  Secretary  of  Commerce,  the  Secretary  of 
Labor,  the  Secretary  of  Agriculture,  the  Director  of  the  OflBce  of  Management  and 
Budget,  the  Chairman  of  the  Council  of  Economic  Advisers,  the  Director  of  the 
Office  of  Emergency  Preparedness,  and  the  Special  Assistant  to  the  President  for 
Consumer  Affairs.  The  Chairman  of  the  Board  of  Governors  of  the  Federal  Re- 
serve System  will  serve  as  an  adviser  to  the  Council.  The  Chairman  of  the  Coim- 
cil  of  Economic  Advisers  will  serve  as  vice  chairman  of  the  Cost  of  Living  Coun- 
cil. The  Council  staff  will  be  headed  by  an  executive  director  who  will  also  be 
designated  as  a  special  assistant  to  the  President. 

In  addition  to  the  Council's  responsibility  for  the  overall  administration  of  the 
freeze,  i^  will  consult  with  representatives  of  labor,  industry,  commerce,  agricul- 
ture, and  the  public  to  promote  voluntary  action  to  control  inflation  and  to  solicit 
their  views  concerning  the  appropriate  policies,  mechanisms  and  procedures  to 
control  inflation  and  minimize  unemployment  at  the  expiration  of  the  freeze. 

The  monitoring  of  the  freeze  and  other  efforts  to  insure  compliance  will  be 
carried  out  by  the  Office  of  Emergency  Preparedness,  which  has  an  existing  field 
capability  and  has  a  continuing  responsibility  for  the  planning  and  implementa- 
tion of  economic  stabilization  programs. 

Violitions  of  the  freeze  will  be  handled  by  the  Attorney  General  and  may  be 
enjoined  by  the  courts  or  subject  to  a  fine  of  up  to  $5,000.  Under  the  terms  of  the 
Executive  order,  the  wage-price  freeze  expires  November  12,  1971. 

Budget  and  tax  measures 

The  President's  program  provides  a  combination  of  tax  and  expenditure  cuts : 

1.  We  will  ask  repeal  of  the  auto  excise  tax,  effective  August  15 — revenue  re- 
duction will  be  $2.3  billion  in  fiscal  1972. 

2.  We  will  ask  Congress  to  advance  to  January  1.  1972,  the  increased  personal 
income  tax  exemptions  now  scheduled  to  go  into  effect  January  1,  1973 — ^revenue 
reduction  of  approximately  $1  billion. 
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3.  We  will  ask  Congress  to  enact  a  job  development  tax  credit  of  10  percent 
effective  August  15,  1971,  reducing  to  5  percent  in  1  year — revenue  reduction  $3 
billion. 

The  total  revenue  reduction  is  about  $6.2  billion. 

To  ensure  that  these  tax  reduction.^  will  not  be  inflationary  and  to  maintain 
fiscal  responsibility,  we  will  cut  presently  planned  expenditures  by  more  than 
$4.6  billion  in  fiscal  1972 ;  and  we  will  gain  $2  billion  in  new  revenue  from 
the  border  tax  surcharge. 

Thus  we  will  more  than  balance  our  tax  reductions.  Even  more  important,  this 
action  now  will  enable  us  to  make  even  more  substantial  reductions  in  the  1973 
budget  we  are  now  preparing. 

The  principal  1972  budget  reductions  follow  : 

1.  Defer  the  effective  date  of  general  revenue  sharing  to  January  1,  1972 
instead  of  October  1, 1971. 

2.  Reduce  Federal  employment  5  percent  within  the  year.  This  will  be  ac- 
complished largely  by  attrition. 

3.  We  will  postpone  for  6  months  the  Federal  salary  increase  now  scheduled 
for  January  1,  1972. 

4.  We  will  delay  the  effective  date  of  our  welfare  reform  and  some  of  the 
special  revenue  sharing  bills  variously  from  3  month.s  to  1  year. 

5.  Numerous  other  smaller  reductions  affecting  most  executive  branch  agencies. 
The  immediate  and  long-range  problems  of  the  American  economy  require 

important  tax  changes  as  part  of  a  balanced  program  of  stimulation  and  .stability. 
The  tax  changes  are  designed  to:  Create  additional  jobs,  improve  the  produc- 
tivity of  our  workers,  stimulate  consumer  spending,  and  strengthen  American 
industry  so  that  it  can  compete  more  effectively  in  domestic  and  foreign  markets. 
To  accomplish  these  objectives,  the  following  major  changes  in  our  tax  laws 
should  be  enacted  by  Congress  immediately  upon  its  return  from  the  current 
recess : 

1.  Acceleration  of  tax  cuts.  Tax  cuts  pre.sently  scheduled  for  January  1,  1973, 
should  be  advanced  to  January  1,  1972,  to  supplement  the  cuts  already  .scheduled 
to  take  effect  at  that  time.  At  the  present  time,  the  personal  exemption  is  $650 
per  person  and  will  increase  to  $700  on  January  1,  1972.  The  standard  deduction 
is  13  percent  with  a  maximum  of  $1,500  and  will  increase  to  14  percent  with  a 
maximum  of  $2,000  on  .January  1,  1972.  The  phaseout  of  the  low  income  allowance 
is  scheduled  to  be  eliminated  as  of  January  1.  1972.  thus  increasing  the  benefit  of 
that  provision  also.  Under  pre.sent  law,  as  of  January  1,  1973,  the  personal  ex- 
emption will  increase  to  $750  per  person  and  the  standard  deduction  will  increase 
to  15  percent  with  a  maximum  of  $2,000. 

These  latter  increases,  presently  scheduled  for  January  1.  1973,  should  be 
accelerated  to  January  1,  1972,  so  that  effective  that  date  the  personal  exemption 
will  become  $750  per  person  and  the  standard  deduction  will  become  15  percent 
with  a  maximum  of  $2,000.  The  combined  effect  of  the  increases  already  scheduled 
and  these  accelerations  will  be  total  tax  reductions  of  roughly  $4.8  billion  per 
year  for  individuals  effective  January  1,  1972,  of  which  roughly  $2.3  billion  is 
attributable  to  the  acceleration.  This  $4.8  billion  of  additional  purchasing  power 
in  the  hands  of  the  American  public  will  be  reflected  in  the  form  of  increased 
take-home  pay  beginning  January  1,  1972,  becau.se  of  reduced  withholding  tax. 
This  additional  purchasing  power  will  provide  a  powerful  stimulation  to  business 
activity.  Employers  may  be  expected  to  begin  hiring  additional  workers  at  the 
present  time  in  anticipation  of  the  additional  demand  for  consumer  goods  which 
will  be  generated  by  this  change. 

The  budgetary  impact  of  this  acceleration  (before  giving  effect  to  increased 
revenues  from  the  resulting  activity)  would  be  a  revenue  loss  of  $1  billion  in 
the  fiscal  year  ending  June  30.  1972,  and  $1.3  billion  in  the  fiscal  year  ending 
June  30,  1973.  These  amounts  are  the  additional  revenue  lo.'-ses  from  the  accelera- 
tion ;  the  cuts  already  scheduled  to  take  effect  on  January  1,  1972,  have  previously 
been  reflected  in  the  budget. 

2.  Repeal  of  automohilc  excise  tax.  The  present  7-percent  excise  tax  on  auto- 
mobile .sales  should  be  repealed  with  re.spect  to  all  sales  to  consumers  after 
August  15,  1971.  It  is  anticipated  that  all  of  this  tax  reduction  will  be  reflected 
in  lower  automobile  prices.  This  will  mean  an  average  reduction  in  new  auto- 
mobile prices  of  $200  per  car,  with  secondary  impacts  reducing  the  cost  of  u.sed 
cars.  Until  the  repeal  i*;  enacted  by  Congress,  the  present  tax  must  be  collected. 
The  repeal  should  provide,  however,  for  prompt  refund  of  tax  (under  procedures 
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similar  to  those  used  in  1965  when  the  tax  was  reduced)  upon  evidence  that  the 
refund  will  be  given  to  automobile  purchasers  who  have  purchased  cars  on  or 
after  August  16,  1971. 

Again,  this  will  benefit  a  broad  segment  of  American  consumers — the  en- 
tire automobile  buying  public.  It  should  result  in  an  immediate  increase  in 
demand  for  automobiles,  serving  as  a  powerful  stimulus  to  business  activity 
and  thereby  creating  new  jobs  in  the  entire  broad  range  of  American  industry 
supporting  our  automobile  production. 

The  budgetary  impact  will  be  a  revenue  loss  of  $2.3  billion  in  the  fiscal 
year  ending  June  30,  1972,  and  $2  billion  in  the  fiscal  year  ending  June  30, 
1973,  before  giving  effect  to  increased  revenues  from  the  fiscal  stimulation 
it  will  provide. 

3.  Adoption  of  a  joh  development  tax  credit.  A  tax  credit  should  be  provided 
equal  to  10  percent  of  the  cost  of  new  machinery  and  equipment  produced  in  the 
United  States  and  placed  in  service  on  or  after  August  16,  1971.  This  credit  will 
drop  to  5  percent  for  new  machinery  and  equipment  placed  in  service  after  Au- 
gust 15,  1972,  with  appropriate  transition  rules  as  hereinafter  described.  No 
credit  will  be  allowed  with  respect  to  machinery  and  equipment  predominantly 
produced  abroad  so  long  a.s  the  import  surcharge  recommended  for  adoption  at 
this  time  remains  in  effect.  At  the  same  time  such  import  surcharge  is  terminated, 
a  credit  at  the  rate  of  5  percent  will  be  allowed  with  respect  to  such  foreign- 
produced  machinery  and  equipment.  The  credit  will  be  in  most  other  respects 
similar  to  the  investment  credit  which  was  repealed  effective  April  18,  1969. 

The  credit  for  public  utility  property  would  be  allowed  at  one-half  the  rates 
applicable  to  other  property.  No  credit  will  be  available  for  used  machinery  or 
equipment.  The  credit  will  not  be  allowable  for  machinery  or  equipment  with  a 
life  of  4  years  or  less  :  will  be  only  one-third  of  the  amount  otherwise  allowable 
for  machinery  or  equipment  with  a  life  of  4  to  6  years ;  and  will  be  only  two- 
thirds  of  the  amount  othenvise  allowable  for  machinery  and  equipment  with  a 
life  of  6  to  8  years.  The  credit  will  be  limited  to  the  taxpayer's  tax  liability  up 
to  $25  000  plus  50  percent  of  the  tax  liability  in  excess  of  $25,000.  As  under  the 
investment  credit,  no  basis  adjustment  will  be  required. 

Transitional  rules  will  be  provided  at  the  end  of  the  period  of  the  10-percent 
credit  so  that  new  machinery  and  equipment  then  under  contract  or  essential  to 
facilities  then  under  contract  will  be  entitled  to  the  10-percent  credit  if  placed  in 
service  by  February  15,  1973,  rather  tlian  the  5-percent  credit.  These  transitional 
rules  will  be  similar  to  those  applicable  to  termination  of  the  investment  credit. 

This  job  development  credit  should  result  in  increased  demand  for  capital 
equipment  with  the  stimulus  being  greater  during  the  next  12  months  because  of 
the  larger  credit  for  machinery  and  equipment  placed  in  service  during  that 
period.  There  will  be  manifold  effects.  Our  machine  tool  and  other  capital  goods 
producers  should  experience  the  earlie.st  impact,  creating  new  jobs  in  these  and 
supporting  industries.  On  a  long-term  basis,  the  replacement  of  our  productive 
facilities  with  new.  modern  equipment  will  increase  the  productivity  of  our 
workers,  making  our  domestic  industries  more  competitive  in  domestic  and  for- 
eign markets.  This  will  provide  additional  jobs,  provide  a  sound  l>asis  for  future 
wage  increases  where  productivity  has  increased,  and  decrease  inflationary  pres- 
sures on  prices. 

The  limitation  on  the  credit  for  machinery  and  equipment  which  is  predomi- 
nantly produced  abroad  will  create  a  preference  in  favor  of  U.S.-produced 
machinery  and  equipment.  This  will  give  our  capital  goods  producers  an  oppor- 
tunity to  strengthen  their  capacities  to  meet  the  increasing  level  of  foreign 
competition  which  they  are  experiencing. 

This  job  development  credit  will  result  in  a  revenue  loss  of  about  $3  billion  in 
the  fiscal  year  ending  June  30,  1972,  about  $4  billion  in  the  fiscal  year  ending 
June  30.  1973,  and  about  $2.5  billion  in  the  fiscal  year  ending  June  30.  1974. 
These  amounts  do  not  take  into  account  revenue  increases  from  the  additional 
jobs  and  increased  level  of  business  activity  resulting  from  this  change. 

4.  Adoption  of  the  DISC  export  incentive.  The  DISC  proposal,  providing  tax 
deferral  for  earnings  from  export  sales,  should  be  adopted  effective  January  1, 
1972.  This  is  essentially  the  same  measure  recommended  to  Congress  in  1970 
and  which  was  favorably  reported  by  the  House  Ways  and  Means  Committee  and 
adopted  by  the  House  of  Representatives,  except  that  the  provisions  for  only 
partial  adoption  in  the  first  and  second  years  after  enactment  are  undesirable 
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and  the  provisions  should  take  full  effect  on  January  1,  1972.  One  additional 
feature  should  be  added  to  permit  use  of  the  DISC  export  earnings  to  finance 
industrial  economic  adjustments,  including  worker  retraining,  relocation,  and 
adjustment  assistance,  without  loss  of  the  deferral  benefit.  This  will  facilitate 
in  some  measure  assistance  to  industries  and  workers  adversely  affected  by 
increased  competition  from  imports  and  other  causes. 

The  DISC  measure  will  provide  a  substantial  stimulus  to  U.S.  producers  to 
increase  their  export  sales,  with  resulting  favorable  effects  on  our  balance  of 
payments.  This  will  create  additional  jobs  by  strengthening  the  position  of  our 
companies  in  world  markets.  We  estimate  that  the  DISC  will  increase  export  sales 
roughly  $1.5  billion  per  year. 

The  effect  of  the  DISC  provisions  has  already  been  reflected  in  the  budget  so 
that  there  will  be  no  revenue  loss  beyond  that  already  anticipated.  As  propo.sed, 
the  DISC  provision  will  result  in  a  revenue  lo.ss  of  $100  million  in  the  fiscal  year 
ending  June  30,  1972 ;  $400  million  in  the  fiscal  year  ending  June  30,  1973 ;  and 
$600  million  in  subsequent  fiscal  years.  These  amounts  do  not  give  effect  to 
revenue  increases  resulting  from  additional  jobs  or  the  higher  level  of  business 
activity  attributable  to  adoption  of  the  DISC  provisions.  When,  as  at  the  present 
time,  the  economy  is  not  at  full  employment  levels,  the  DISC  will  result  in 
utilizing  some  imused  productive  capacity.  Thus,  the  DISC  should  have  favor- 
able indirect  revenue  effects  that  will  tend  to  offset  the  revenue  loss.  This  is  a 
particularly  appropriate  time  to  change  the  tax  treatment  of  export  income. 

Temporary  import  surcharge 

The  rate  of  increase  in  imports  will  be  stemmed  through  a  broad  temporary 
surcharge  designed  to  achieve  relatively  quick  benefits  to  our  balance  of  trade. 
Accordingly,  effective  today  all  dutiable  imports  not  subject  to  quantitative 
limitations  imposed  under  statute  by  the  United  States  will  be  subject  generally 
to  a  surcharge  of  10  percent. 

Imports  not  subject  to  duty,  and  therefore  excluded  from  the  surcharge,  are 
ordinarily  products  not  available  in  the  United  States.  Notably  this  exclusion 
would  generally  exempt  coffee,  fish,  raw  materials  such  as  ores,  and  other  items. 
To  a  large  extent,  this  involves  exports  from  the  lesser  developed  coimtries  of 
the  world.  The  nature  of  these  excluded  products  and  our  propensity  to  import 
them  is  such  that  the  added  cost  of  an  import  surcharge  would  be  unlikely  to 
significantly  influence  the  rate  at  which  prmlucts  of  this  type  are  imported  and 
only  serve  to  raise  the  domestic  price  level. 

Most  of  the  products  covered  by  mandatory  quotas  are  also  subject  to  tariffs. 
However,  since  imports  of  these  products  are  alreadj'  limited,  the  surcharge  will 
not  cover  these  items.  The  most  important  items  in  this  category  are  crude  oil, 
petroleum  products,  meat,  sugar,  dairy  products,  and  cotton  textiles. 

Imports  bearing  the  surcharge,  that  is,  dutiable  items  not  also  subject  to 
mandatory  quantitative  restrictions,  represent  about  50  percent  of  the  value  of 
total  imports.  With  total  imports  running  at  a  rate  of  over  $45  billion  per  year, 
annual  revenues  are  estimated  at  $2.1  billion. 

The  administration  also  plans  to  submit  to  the  Congress  promptly  legislation 
providing  for  a  Domestic  International  Sales  Coriioration  (DISC).  This  will 
afford  our  exporters  tax  treatment  more  comparable  to  that  provided  many  of 
their  competitors  abroad  in  the  expectation  it  will  contribute  to  a  more  vigorous 
export  effort. 

The  General  Agreement  on  Tariffs  and  Trade  allows  members  to  protect  their 
trade  positions  when  facetl  with  .severe  balance  of  payments  difiiculties.  The 
United  States  is  prepared  to  confer  on  this  temporary  measure  with  other 
members  of  the  GATT  at  their  convenience. 

The  surcharge  will  be  applied  under  the  authority  of  the  Trade  Expansion  Act 
of  1962. 

International  monetary  arrangements 

At  the  direction  of  the  President,  Secretary  Connally  has  taken  a  series  of 
actions  to  restrict  the  convertibility  of  the  dollar  by  foreign  monetary  authorities 
into  gold  or  other  reserve  assets.  These  technical  actions  do  not  in  any  way  limit 
the  convertibility  of  dollars  into  other  currencies,  but  the  exchange  rate  for 
such  conversions  will  be  influenced  by  market  forces  and  the  policies  of  other 
countries. 
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Specifically,  Secretary  Connally  has  : 

(1)  Notified  the  International  Monetary  Fund  that,  effective  today,  the 
United  States  no  longer  freely  buys  and  sells  gold  for  the  settlement  of  inter- 
national transactions. 

(2)  Strictly  limited  further  use  of  U.S.  international  reserve  assets  (gold, 
SDK's,  drawings  on  the  IMF,  or  foreign  exchange  holdings)  to  settlement  of 
outstanding  obligations  and,  in  cooperation  with  the  IMF,  to  other  situations 
that  may  arise  in  which  such  use  can  contribute  to  international  monetary 
stability  and  the  interests  of  the  United  States. 

(3)  Requested  the  Federal  Reserve  to  suspend  the  ^^rtually  automatic  use  of 
its  swap  network  for  the  purpose  of  converting  dollars  into  other  currencies ; 
the  future  operation  of  these  and  other  mutual  credit  facilities  with  foreign 
countries  will  be  determined  in  the  light  of  emerging  developments. 

These  actions  have  been  taken  in  view  of  widespread  speculative  activity 
in  exchange  markets,  substantial  conversions  of  dollars  by  other  countries  into 
gold  and  other  reserve  assets,  and  consequent  strains  on  the  U.S.  reserve  posi- 
tion. Underlying  these  circumstances  has  been  a  long  period  of  erosion  in  the 
basic  balance  of  payments  and  trade  position  of  the  United  States. 

A  healthy,  noninflationary  domestic  economy  is  essential  to  the  external 
strength  of  the  United  States  and  to  stability  in  the  international  monetary 
system.  The  President's  total  program  is  designed  to  achieve  that  result. 

However,  the  present  combination  of  circumstances  also  points  up  the  need 
for  some  fundamental  improvements  in  international  monetary  arrangements, 
and  it  is  the  view  of  the  United  States  that  the  time  has  come  to  accomplish 
such  improvements.  As  part  of  that  process,  some  changes  in  the  exchange 
parities  of  the  U.S.  dollar  relative  to  other  currencies  may  be  anticipated.  The 
objective  is  to  promptly  restore  strength,  stability,  and  confidence  to  the  posi- 
tion of  the  U.S.  balance  of  payments  and  to  the  functioning  of  the  international 
monetary  system. 

The  oflBcial  U.S.  dollar  price  of  gold  is  not  altered  by  the  present  action,  and 
the  President  has  directed  that  that  price  be  maintained.  Moreover,  the  func- 
tioning of  the  two-tier  gold  system  decided  upon  in  March  1968,  should  not 
be  affected  by  today's  action,  nor  is  it  intended  to  be. 

U.S.  officials  will  promptly  be  meeting  with  their  colleagues  from  other  coun- 
tries to  explain  the  background  and  details  of  the  President's  program.  They 
will  develop  U.S.  proposals  for  both  dealing  constructively  with  the  immediate 
repercussions  of  today's  decision  and  employing  in  an  imaginative  and  coopera- 
tive manner  the  opportunity  opened  by  today's  actions  for  speeding  the  evolu- 
tion in  the  international  monetary  system  in  directions  that  serve  the  common 
needs  of  trading  nations. 

While  some  immediate  exchange  market  disturbance  may  ensue,  the  United 
States  will  be  actively  consulting  with  other  countries  and  international  orga- 
nizations to  deal  with  these  immediate  market  uncertainties  and  to  promote 
stability  in  the  markets.  In  particular,  the  United  States  will  be  prepared  to 
collaborate  with  countries  with  which  swap  or  similar  facilities  exist  that  may 
find  their  exchange  rates  under  downward  pressure. 

No  new  decision  has  been  made  with  respect  to  the  several  restraints  on  capi- 
tal outflows  abroad  maintained  by  the  United  States  (i.e.,  the  interest  equaliza- 
tion tax,  the  voluntary  foreign  credit  restraint  program,  and  the  foreign  direct 
investment  program).  The  restraints  remain  in  effect,  and  their  future  dis- 
position will  be  under  review. 

Today's  decision  with  respect  to  the  convertibility  of  the  dollar  is  a  part  of 
immediate  and  longer  term  action  to  put  our  financial  and  economic  position 
right  both  at  home  and  abroad.  That  program  recognizes  that  the  international 
stability  of  the  dollar  must  rest  on  the  strength  of  our  domestic  economy. 

Today's  actions  will  stabilize  the  domestic  price  level  and,  therefore,  the  value 
of  the  dollar  for  our  citizens.  In  some  cases,  changes  in  exchange  rates  may  in- 
crease prices  of  imported  goods.  At  the  same  time,  job  security  and  opportunities 
for  employment  will  be  improved. 

As  measures  now  underway  or  under  consideration  are  fully  implemented  and 
take  hold,  we  can  confidently  expect  that  the  internal  and  external  stability 
of  the  dollar  will  be  reinforced  in  a  context  of  expanding  employment  and 
production. 
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Exhibit  18. — Statement  by  Secretary  Connally,  August  16,  1971,  at  the  opening 
of  a  news  conference  on  the  President's  economic  program 

Gk)od  morning.  I  have  a  brief  statement  that  I'd  like  to  read  if  I  might;  then 
I  have  a  brief  announcement  to  make. 

As  most  of  you  know,  the  President  announced  a  group  of  major  economic 
programs  last  night  in  his  televised  speech.  There's  no  doubt  that  these  admin- 
istration initiatives  will  have  a  significant  and  favorable  impact  on  most  Ameri- 
cans and  their  economic  well-being. 

I  personally  believe  the  President's  program  contains  the  most  sweeping, 
courageous  and  important  economic  proposals  made  in  the  last  40  years  in  this 
country.  I  say  that  for  these  reasons  : 

First,  the  programs  are  designed  to  create  more  jobs  and  reduce  unemploy- 
ment in  this  Nation. 

Second,  the  job  development  tax  credits  will  strongly  stimulate  the  economy 
and  the  vitality  of  this  country. 

Third,  repeal  of  the  automobile  excise  tax  should  stimulate  car  sales  by  reduc- 
ing auto  prices  by  approximately  $200  each. 

Next,  the  wage  and  price  freeze  will  provide  a  period  of  stability  to  bring 
inflation  under  control  and  to  provide  additional  consumer  confidence. 

Fourth,  the  program  will  give  the  American  worker  a  chance  to  increase  his 
productivity  because  companies  will  be  encouraged  to  upgrade  and  modernize 
their  equipment  and  facilities. 

Both  industry  and  labor  will  become  more  competitive  with  other  countries 
and  will  be  better  able  to  maintain  our  standard  of  living,  both  literally  and 
relatively. 

Next,  the  temporary  import  surcharge,  coupled  with  the  job  development 
credit  will  help  return  our  balance  of  trade  and  balance  of  payments  to  a  favor- 
able position.  The  surcharge  will  help  stem  the  flow  of  imports  and  .stimulate 
the  purchase  of  American  goods  made  by  American  workmen. 

The  suspension  of  gold  convertibility  constitutes  an  opportunity  for  us  and 
our  principal  trading  partners  around  the  world  to  begin  negotiations,  studies 
and  explorations  of  methods  of  improving  the  international  monetary  exchange 
system  upon  which  an  expanding  world  trade  depends. 

And  finally,  the  combined  actions  will  give  the  Nation  an  opportunity  to 
as.sess  its  position,  weigh  the  alternatives,  make  the  decisions  and  gather  the 
strength  to  maintain  our  vitality  and  the  high  sense  of  moral  purpose  which 
has  always  characterized  this  Nation. 

At  the  request  of  the  President  I  want  to  announce  to  you  this  morning  that 
he  will  have  a  meeting  at  10  o'clock  in  the  morning  (Tuesday)  with  the  bipar- 
tisan leadership  of  the  Congress  and  with  the  additional  presence  of  the  chair- 
men and  the  ranking  members  of  the  House  and  Senate  Banking  and  Currency 
Committees,  the  Senate  Finance  Committee,  the  House  Ways  and  Means  Com- 
mittee, the  Hou.se  and  Senate  Appropriations  Committees. 

The  President  asked  me  additionally  to  tell  you  he  had  been  in  conversation 
with  Mr.  Wilbur  Mills,  Chairman  of  the  Ways  and  Means  Committee.  They  had 
a  very  fine  telephone  conversation,  and  he  authorized  me  to  say  that  he  felt  that 
Mr.  Mills  was  in  agreement  with  the  major  proposals  which  the  President 
enunciated  on  last  evening. 

Exhibit  19. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
September  13,  1971,  before  the  Subcommittee  on  International  Trade  of  the 
Senate  Finance  Committee 

I  welcome  this  opportunity  to  discuss  with  you  the  President's  new  economic 
program  and  the  economic  background  which  led  to  its  introduction. 

You  will  recall  that  when  Secretary  Connally  appeared  before  you  last  May 
he  warned  that  our  competitive  po.sition  was  dangerously  eroding,  that  world 
circumstances  had  changed  drastically,  and  that  in  too  many  areas  others  were 
outproducing,  outthinking.  outworking,  and  outtrading  us. 

Secretary  Connally's  message  was  clear.  To  meet  the  challenges  of  the  seventies 
we  needed  to  take  action  to  improve  our  competitive  position  in  world  markets. 
Events  since  May  have  only  reinforced  this  sen.se  of  urgency,  culminating  in  the 
actions  taken  by  the  President  on  August  15.  A  brief  review  of  the  background 
of  events  leading  up  to  August  15  may  be  useful. 
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On  the  international  side,  as  you  know,  our  balance  of  payments  was  in  more 
or  less  continuous  but  not  unmanageable  deficit  throughout  the  sixties.  Then  this 
already  unsatisfactory  position  deteriorated  sharply  and  dangerously  in  1970 
and  1971.  The  deficit  in  our  basic  balance — which  includes  all  identified  inter- 
national transactions  on  current  and  long-term  capital  accounts — increased  to 
$3  billion  in  1970.  Then  a  further  sharp  deterioration  brought  the  annual  rate 
of  deficit  to  an  estimated  $9  billion  in  the  first  half  of  1971. 

At  the  heart  of  this  deterioration  in  our  basic  accounts  was  a  severe  decline 
in  our  merchandise  trade  balance.  In  1964,  we  had  a  more  or  less  comfortable 
trade  surplus  of  nearly  $7  billion — a  surplus  which  just  covered  our  expenditures 
overseas  for  military  defense,  for  aid  and  capital  flows  to  the  developing  coun- 
tries, and  the  net  of  other  items  in  the  balance  of  payments.  By  1968-69,  this 
trade  surplus  had  nearly  vanished.  Then  following  a  limited  and  brief  recovery 
in  early  1970,  the  United  States  appeared  to  be  headed  into  the  first  prolonged 
period  of  trade  deficit  in  this  century. 

For  the  first  6  months  of  1971  that  deficit  actually  ran  at  a  rate  of  $11^  billion, 
even  though  domestic  economic  activity  (and,  therefore,  the  level  of  imports) 
was  well  below  full  employment  levels.  Thus,  in  a  period  of  7  years  we  moved 
fairly  steadily  from  a  trade  surplus  of  nearly  $7  billion  to  a  trade  deficit  of 
$1%  billion.  In  the  4  most  recent  months  for  which  data  are  available,  the  rate 
of  deficit  has  been  still  larger,  approximating  an  annual  rate  of  $3  billion.  While 
temporary  factors  may  help  account  for  the  rapidity  of  the  decline  in  recent 
months,  there  can  be  no  disguising  an  alarming  decline  in  our  external  competi- 
tive position. 

This  erosion  in  our  trade  and  basic  balance  has  been  accompanied  by  enormous 
outflows  of  short-term  capital  and  by  severe  strain  on  our  international  financial 
position.  Our  holdings  of  reserve  assets — gold.  SDK's,  foreign  currencies,  and 
IMF  position — have  fallen  from  a  peak  of  $26  billion  in  1949  to  $12  billion.  In 
relation  to  the  volume  of  our  trade  and  payments,  our  reserve  position  is  now 
well  below  the  average  of  other  countries.  It  is  totally  inadequate  in  the  light 
of  our  liquid  liabilities  to  foreigners.  Those  liabilities  have  increased  from  $21 
billion  in  1960  to  nearly  $60  billion  in  mid-August.  Liabilities  to  oflicial  holders 
alone  had  soared  to  almost  $40  billion,  leading  to  large  actual  and  potential 
demands  for  reserves.  Speculation  against  the  dollar  was  clearly  aggravating 
the  adverse  underlying  trends. 

At  the  same  time  that  these  international  economic  developments  approached 
a  point  of  crisis,  we  still  faced  difficult  problems  of  inflation  and  unemployment 
in  the  domestic  economy.  Some  solid  progress  had  been  made  against  the  rise  in 
the  cost  of  living — the  rise  in  the  index  had  been  reduced  from  a  high  point  of 
6  percent  in  1969  to  4  percent  in  the  first  half  of  1971.  The  unemployment  rate 
was  below  the  average  of  the  4  peacetime  years  of  the  sixties.  But  progress  was 
not  fast  enough.  Ways  needed  to  be  found  to  spur  growth  and  productivity, 
while  speeding  the  return  to  price  stability. 

The  President  has  moved  in  a  comprehensive  way  to  deal  with  these  problems 
through  mutually  reinforcing  steps  in  the  international  and  domestic  area.  I 
believe  each  elenaent  of  his  program  interlocks  with  other  elements  in  such  a 
way  that  the  effectiveness  of  the  whole  will  be  greater  than  the  sum  of  the  parts, 
taken  individually.  The  program  has  several  objectives :  To  deal  with  our 
inflation  problem  and  break  the  inflationary  psychology,  initially  by  imposing  a 
90-day  freeze  on  prices  and  wages,  to  be  followed  by  a  second-stage  program  of 
price-wage  stabilization  now  being  developed ;  to  stimulate  the  economy  immedi- 
ately and  improve  efiiciency  and  competitiveness  over  the  longer  run  by  means 
of  a  tax  program  which  will  both  generate  new  jobs  and  induce  more  moderniza- 
tion of  our  industrial  plants  ;  to  clear  the  way  toward  strengthening  our  position 
in  the  world  economy  and  improving  the  international  monetary  and  trading 
system  by  suspending  the  convertibility  of  the  dollar,  accompanied  by  a 
temporary  surcharge  on  imports  to  provide  relatively  quick  balance  of  payments 
benefits. 

The  response  to  this  comprehensive  program  has  been  encouraging.  Obviously, 
the  particular  actions  announced  by  the  President  on  August  15  can,  in  important 
respects,  only  be  a  first  step.  They  create  the  opportunity  for  dealing  with  our 
problems  efi'ectively ;  much  remains  to  be  done  to  assure  that  outcome. 

On  the  international  side,  our  broad  goals  are  clear — to  assure  a  healthy  and 
secure  payments  position  for  the  United  States  and  to  work  toward  an  inter- 
national monetary  system  that  will  provide  a  durable  framework  for  further 
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expansion  in  trade  and  investment  in  the  years  ahead.  Given  our  weight  in  the 
world  economy,  those  goals  are  interrelated.  A  strong  dollar  and  healthy  U.S. 
payments  position  are  essential  elements  of  world  financial  stability. 

Indeed,  to  assure  that  objective  we  must  not  be  satisfied  with  halfway  measures 
but  only  with  a  complete  and  convincing  elimination  of  our  deficits.  In  practical 
terms,  this  means  we  must,  after  years  of  deficits,  restore  our  domestic  com- 
petitive strength,  achieve  a  needed  realignment  of  exchange  rates,  assure  fair 
competitive  opportunities  in  world  markets,  achieve  a  substantial  suri'lns  in 
our  trade  position,  and  find  a  better  sharing  of  the  heavy  costs  of  maintaining 
the  security  of  the  free  world. 

This  is  a  large  order.  To  be  achieved,  it  will  require  a  common  understanding 
of  the  nature  of  problems  among  the  leading  trading  nations,  and  a  willingness 
to  seek  cooperative  and  mutually  satisfactory  solutions  to  extremely  difficult 
economic  questions.  The  necessary  process  of  consultation  has  begun  and  will 
be  intensified  in  coming  weeks. 

As  you  know.  Secretary  Connally,  together  with  Dr.  Burns,  will  this  week  be 
attending  a  meeting  of  the  Ministers  and  Central  Bank  Governors  of  the  10 
major  trading  countries  in  London.  This  will  offer  the  opportunity  for  a 
face-to-face  exchange  of  views.  Further  opportunities  will  be  present  at  the 
annual  IMF  meetings  later  this  month. 

We  should  have  no  illusions  that  all  these  problems  can  be  easily  or  quickly 
resolved.  Basic  decisions  as  to  the  nature  and  direction  of  our  financial  and 
trading  arrangements  are  at  stake,  and  the  adjustments  necessary  in  our  own 
position  have  their  counter])nrt  in  difficult  adjustments  by  others. 

But  I  am  not  at  all  pessimistic.  The  opportunity  is  at  hand  for  a  concerted 
attack  on  problems  that  have  developed  over  many  years.  While  disturbances 
in  exchange  markets  were  inevitably  present  in  some  degree,  those  markets 
are  now  functioning  with  considerable  effectiveness.  The  need  for  forceful 
U.S.  action  has  l)een  widely  accepted.  I  believe  today  there  is  a  basic  willingness 
on  the  part  of  governments  to  attack  the  problems  in  a  forward-looking 
constructive  spirit. 

Let  me  add  a  final  word  about  the  temporary  import  .surcharge.  It  is  being 
smoothly  implemented  with  an  exemption  for  goods  in  transit  having  eased 
the  initial  impact.  Of  cour.se.  many  of  our  trading  partners  are,  understandably, 
deeply  concerned  with  the  surcharge  and  particularly  the  length  of  time  that 
it  might  be  necessary  to  maintain  this  extraordinary  measure. 

At  the  same  time,  most  countries  appreciate  that  it  has  been  applied  in  a 
nondiscriminatory  way  and  that  there  are  a  number  of  precedents  for  its  use 
by  countries  in  serious  balance  of  payments  difficulties. 

The  course  we  have  set  for  ourselves  is  a  challenge  to  the  competitive  spirit 
of  America.  The  President's  views  are  quite  clear  : 

"We  cannot  remain  a  great  Nation  if  we  build  a  permanent  wall  of  tariffs 
and  quotas  around  the  United  States  and  let  the  rest  of  the  world  pass  us 
by  *  *  *.  We  cannot  turn  inward  *  *  *  and  we  cannot  drop  out  of  com- 
petition with  the  rest  of  the  world." 

I  am  confident  that  America  will  meet  the  challenge. 
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Economic  Club  of  New  York 

I  realize  that  Phase  II  has  just  oiiened.  and  I  don't  doubt  that  a  great  many 
of  you  bought  your  tickets  in  the  hoitcs  that  I  could  furnish  you  some  insight 
into  it.  But  I  have  another  text  for  tonight. 

During  most  of  last  week.  I  found  myself  preoccupied  with  the  international 
side  of  the  President's  new  economic  prograni.  I  found  it  a  little  hard  to  concen- 
trate on  Phase  IT  in  Tokyf) — where  I  have  just  been — or  in  the  European  capitals. 
They  are  not  worried  about  retroactive  i)ay  increases  in  Tokyo :  they  are  worried 
about  the  import  surcharge  and  the  magnitude  of  currency  realignments.  And  I 
find  here  at  home  that  some  of  the  more  arcane  aspects  of  the  monetary  system 
have  become  a  staple  for  editorializing. 

But  for  all  this  discussion — or  perhaps  because  of  it — the  iirinciF»al  thrust  and 
meaning  of  the  President's  i)rogram  have  become  blurred.  Yet  clarity  on  this 
point  is  e.s.sential  to  our  success  and,  I  believe,  to  the  prospects  for  a  prosperous 
world  order. 
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On  August  15,  President  Nixon  took  actions  that  obviously  have  far-reaching 
implications.  On  the  domestic  front  he  involved  a  wage-price  freeze  for  90  days 
affecting  all  segments  of  American  society.  He  announced  that  he  was  proposing 
to  the  Congress  a  number  of  steps  calculated  to  stimulate  the  economy  and  to 
reduce  unemployment  in  the  United  States.  Among  those  steps  were  significant 
tax  relief  for  individuals  and  a  job  development  credit  to  encourage  businesses  to 
acquire  new  plant  equipment  and  macliinery.  He  recommended  the  repeal  of  the 
excise  tax  on  automobiles  so  that  about  $200  on  the  average  would  be  saved  by  the 
10  million  people  who  will  buy  cars  during  the  upcoming  year. 

In  the  aftermath  of  the  wage-price  freeze  he  has  created  the  Pay  Board,  the 
Price  Commission  and  the  Committee  on  Interest  and  Dividends  to  insure  con- 
tinuing price  stability. 

Much  of  this  you  all  know.  But  out  of  these  actions  I  think  it  is  already  fair 
to  .say  that  the  wage-price  freeze  has  been  a  resounding  success. 

There  have  been  criticisms,  perhaps  among  some  of  you,  about  the  uncertainty 
that  prevails  today  because  of  the  orders  or  lack  of  orders,  the  regulations  or 
lack  of  regulations,  issued  by  the  Pay  Board  and  the  Price  Commission.  I  can't 
deny  that  uncertainties  exist  in  the  American  economy  today.  But  there  are 
certain  things  of  which  you  can  be  sure. 

You  can  be  certain  that  the  rate  of  inflation  is  going  down.  You  can  be  certain 
that  price  increa.ses  are  going  to  level  off.  You  can  be  certain  that  the  rate  of 
inflation  will  be  cut  roughly  in  half  by  the  end  of  1972. 

You  can  be  certain  that  the  actions  of  the  Pay  Board  are  going  to  diminish 
the  wage-cost  push  in  this  country.  You  can  be  certain  that  the  stimulation  from 
the  President's  recommendations  to  the  Congress,  and  the  Congress'  action  on 
all  the  proposals,  will  result  in  the  stimulation  of  this  economy.  You  can  be 
certain  1972  is  going  to  be  a  better  year  than  the  year  1971. 

Now  obviously  in  a  free  society  there  will  be  uncertainty.  What  are  the  alter- 
natives to  uncertainty?  The  alternatives  are  total  and  complete  regimentation 
and  control.  With  regimentation  and  control  you  would  be  certain. 

What  price  do  you  want  to  pay  for  certainty?  The  inevitable  price  is  loss  of 
freedom — loss  of  freedom  of  imagination,  loss  of  freedom  of  ingenuity.  No  one 
ever  assumed  that  the  operation  of  a  free  enteriirise,  competitive  system  such 
as  ours  would  inevitably  result  in  absolute  certainty.  The  truth  of  the  matter  is 
that  absolute  certainty  is  the  last  thing  we  want  if  we  do  believe  in  a  free 
system — and  the  President  believes  in  a  free  system.  That  is  why  the  control 
system  is  structured  as  it  is  with  an  enormous  bureaucracy  and  yet  with 
enough  control  to  provide  for  basic  equities  while  at  the  .same  time  continuing 
to  .slow  the  rate  of  inflation. 

It  is  not  enough,  however,  just  to  talk  about  the  actions  of  the  Pay  Board 
and  the  Price  Commission  in  their  fight  against  inflation.  You  must  also  con- 
sider, as  I  mentioned  a  few  minutes  ago,  the  impact  of  the  proposals  now  pend- 
ing in  the  Congress  to  stimulate  this  economy,  to  make  possible  the  creation 
of  new  jobs,  and  to  reduce  the  number  of  unemployed  people  well  below  the 
present  unacceptable  levels. 

In  taking  these  major  steps,  certainly  there  is  room  for  questions.  There  is 
room  for  criticism  too,  but  it  seems  to  me  that  the  time  is  past  when  we  can 
satisfy  ourselves  with  being  mere  critics.  We  can't  sit  on  the  sidelines  and  con- 
stantly harp  about  uncertainty  and  bemoan  the  fact  that  the  thing  is  not  cut- 
and-dried  into  neat  little  packages  . 

It  is  incumbent  upon  every  one  of  us  to  be  contributors  to  the  solution  of  the 
problems.  Each  of  us  has  a  duty  and  a  responsibility  to  help  solve  some  of  the 
difficulties  that  this  nation  faces. 

There  is  a  third  leg  to  this  stabilization  stool.  It  deals  with  international 
monetary  affairs. 

On  August  15,  the  President  suspended  the  convertibility  of  the  dollar  and 
imposed  the  10  percent  surcharge  as  a  means  of  moving  toward  a  new  balance 
in  our  trading  and  currency  arrangements,  and  to  make  it  possible  to  rebuild  a 
stable  monetary  system  for  the  future. 

We  are  in  the  process  of  doing  that  by  negotiations  all  over  the  world  to  this 
end.  I  have  just  returned  from  Japan  and  other  countries  in  Asia.  We  have  had 
a  team  in  Canada  talking  with  the  Canadians.  We  have  been  talking  with 
various  European  governments,  looking  toward  an  early  solution  of  the  problem. 
And  you  can  be  sure  that  the  United  States  is  using  its  efforts,  using  its  time,  to 
bring  about  the  creation  of  a  new  system  that  will  provide  stability  in  the 
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international  monetary  field.  But  you  can  also  be  sure  that  we  are  doing  it  on  a 
basis  that  will  be  fair  and  equitable  for  the  United  States  and  for  other  nations 
of  tlie  world. 

All  of  tlie  measures  of  the  President's  program  are  predicated  on  the  simple 
truth  that  the  economic  strength  and  vitality  of  the  United  States  must  be 
maintained.  This  is  absolutely  necessary  not  just  for  domestic  reasons  but  if 
we  are  to  continue  to  carry  our  role  of  leadership  in  the  international  com- 
munity. Since  World  War  II,  we  have  spent  over  .$150  billion  in  aid.  Wo  have 
kept  our  markets  open.  AVe  have  supported  the  stability  of  currencies.  We  have 
carried  the  defense  shield  for  the  free  world. 

But  at  the  same  time,  for  20  years,  imbalances  in  our  international  accounts 
have  reduced  our  reserves  and  expanded  our  liabilities.  That  process  could  not 
go  on. 

For  almost  a  decade,  our  once  strong  trade  position  has  dwindled  away,  year 
after  year,  until  we  face  not  only  the  first  deficit  in  this  century  but  a  growing 
deficit.  This  should  be  abundantly  clear  from  the  balance  of  payments  figures 
released  yesterday.  This  trend  cannot  go  on. 

For  too  long,  we  have  had  to  build  controls  and  restraints  on  the  free  flow 
of  capital.  This  should  not  go  on. 

As  a  result,  the  international  monetary  system  had  been  weakened  and  was 
prone  to  speculation.  The  public  support  .so  essential  for  liberal  trade,  for  aid, 
for  heavy  military  burdens  was  being  undercut.  Free  trade  was  fast  losing  its 
constituency — as  our  weak  competitive  position  meant  loss  of  jobs.  Our  balance 
of  payments  deficits  became  an  excuse  for  questioning  our  support  for  NATO. 

In  other  words,  we  were,  frankly,  on  a  collision  course  with  elements  of  a 
new  isolationism — an  isolationism  nurtured  in  part  by  our  own  economic  prob- 
lems. In  a  very  finidamental  way,  the  President's  program  is  designed  to  counter 
that  threat,  to  avoid  withdrawal  from  our  responsibilities,  and  to  maintain  our 
international  commitments  in  the  decades  ahead  as  in  the  years  past. 

Most  emphatically,  this  is  not  a  protectionist  policy.  Most  emphatically,  this 
administration  does  not  intend  to  withdraw  within  our  shores.  The  United 
States  will  continue  to  keep  its  international  commitments  in  the  decades 
ahead  as  it  has  in  the  decades  gone  by. 

How  strange  then  to  see  the  complaints,  not  just  from  abroad  but  in  some 
quarters  at  home. 

In  the  last  few  weeks,  predictions  of  catastrophe  have  appeared  in  the  news- 
papers almost  daily.  We  are  risking  a  trade  war,  one  seer  says.  We  have  turned 
protectionist,  .says  another.  The  world  stands  on  the  edge  of  a  recession  or  worse, 
.says  a  third.  To  these  critics  and,  I  am  afraid,  to  many  who  listen  to  them,  the 
administration  is  a  devil.  It  is  accused  of  threatening  international  order 
for  short-term  advantage  at  home.  Well,  I  want  to  appear  before  you  tonight 
as  the  devil's  advocate. 

I'd  like  to  talk  with  you  tonight  about  the  fears  of  the  Japanese,  of  the  Euro- 
peans, and  of  many  Americans,  that  have  been  expressed  to  me  in  the  last 
weeks.  I'd  like  to  clear  away  some  of  the  mi.sconceptions  about  the  President's 
international  economic  policy  that  cloud  the  discussions  about  how  best  to  re- 
align America's  world  economic  position  and.  very  frankly,  threaten  its  success. 

The  import  surcharge  has  been  branded  by  some  as  a  protectionist  device. 
It  was  not  intended  as  such.  It  will  not  be  used  as  such.  It  was  invoked  as  a 
temporary  measure  to  meet  a  critical  situation  in  our  international  Italance  of 
payments  while  discussion  took  place  over  other  essential  measures  that  would 
replace  it. 

The  United  States,  as  the  past  3  months  nmply  demonsti'ate,  does  not  have 
available  the  option  of  a  unilateral  exchange-rate  adjustment.  Any  other  country 
in  the  world  could  have  invoked  such  an  option  under  similar  circumstances.  A 
tem])orary  import  surcharge  achieves  much  the  .'<ame  effect  with  respect  to  a 
large  portion  of  our  imports  as  would  be  expected  from  an  exchange-rate  adjust- 
ment. But  the  surcharge  does  not  benefit  our  exports  the  way  an  exchange-rate 
adjustment  would. 

In  a  very  real  sense,  the  surcharge  is  no  more  than  a  temporary  form  of  partial 
exchange-rate  adjustment,  to  remain  in  effect  only  until  necessary  exchange- 
rate  realignment  and  revisions  of  trade  ])ractices  can  be  negotiated. 

A  temporary  surcharge  is  not  a  new  device.  Such  measures  have,  been  ex- 
plicitly recognized  by  the  International  Monetary  Fund  as  a  means  of  tem- 
porarily redressing  serious  balance  of  payments  difficulties.  Other  major  countries 


EXHIBITS  235 

have  used  similar  nietliods  before — the  French  in  1955,  the  Canadians  in  1962, 
and  the  British  in  1904.  Trade  wars  did  not  ensue.  These  countries  acted,  tem- 
porarily, in  response  to  economic  situations  that  they  could  no  longer  tolerate. 
That  is  precisely  what  we  have  done. 

lu  the  circumstances,  I  see  no  reason  for  spiraling  retaliation  or  a  trade  war. 
Nor  do  I  see  any  pro.^pects  of  either.  I  do  see  a  period  of  adjustment,  with  in- 
evitable political  as  well  as  economic  difficulties,  but  this  adjustment  cannot  be 
escaped.  The  only  legitimate  question  is  how  best  to  make  it. 

Our  intentions  in  that  respect  ought  to  be  plain  to  any  student  of  our  history. 
Since  the  Second  World  War,  the  United  States  has  consistently  taken  the  lead 
in  creating  a  nondiscriminatory  world  monetary  and  trade  system  ;  through  oiir 
efforts  to  form  the  General  Agreement  on  Tariffs  and  Trade ;  through  our  efforts 
to  facilitate  the  Bretton  Woods  agreement ;  through  the  Marshall  plan ;  through 
maintaining  relatively  free  access  to  our  markets ;  and  through  our  aid,  bilateral 
and  multilateral.  As  a  Government,  we  are  no  le.ss  committed  to  these  principles 
today. 

But  to  maintain  that  commitment,  we  must — I  emphasize  that  we  must — 
maintain  our  economic  strength  on  fair  and  reasonable  terms  with  the  other 
nations  of  the  world.  The  past  quarter  century  has  seen  a  new  balance  of 
economic  forces.  Many  nations  which  the  United  States  sought  to  make  strong 
have  become  strong.  It  is  now  time  to  make  sure  that  the  terms  on  which  we  do 
business  with  the  rest  of  the  world  reflect  this  balance.  We  have  no  other  option. 
For  American  bu.siness  and  American  workers  and  American  farmers  will  not  be 
satisfied  with  discrimination  or  with  unfair  or  unbalanced  arrangements. 

There  are  many  here  tonight  as  familiar  with  the  substance  and  symbols  of 
our  complaints  as  I.  As  I  indicated  to  the  press  in  Japan,  an  American  cannot 
help  but  be  suriirised  that,  while  a  Ford  Pinto  sells  for  $2,200  in  the  United 
States,  it  sells  for  more  than  $5,000  in  Japan  because  of  high  tariffs  and  dis- 
criminatory commodity  taxes.  Its  Japanese  competitor,  the  Datsun,  sells  for  less 
than  $2,000  in  this  country,  even  with  the  surcharge  added. 

Indeed,  taxes  by  weight  and  horsepower  bear  heavily  on  American  automobiles 
almost  everywhere  around  the  world.  Even  after  the  Kennedy  Round  cuts  are 
complete,  most  of  the  nations  of  the  Group  of  Ten  will  still  have  a  tariff  of  11 
percent  against  the  American  rate  of  3  percent. 

The  Japanese  recently  liberalized  their  quota  system  with  respect  to  the  im- 
portation of  live  cattle.  But  when  they  did,  they  put  a  tariff  of  $135  on  calves, 
which  is  equivalent  to  the  total  value  of  a  300-pound  calf.  Is  this  equitable  at  a 
time  when  Japan  is  increasing  its  reserve.s  by  a  billion  dollars  a  month,  at  a 
time  when  their  exports  this  year  ran  25  percent  above  what  they  were  in  1970, 
at  a  time  when  they  have  foreign  asset  reserves  of  $14.1  billion,  the  second 
highest  in  the  world?  Now  I  applaud  them  in  their  dedication.  I  applaud  their 
efforts.  We  are  not  asking  them  to  change  their  way  of  life.  We  are  asking  them 
to  be  fair  and  rea.sonable  with  us. 

At  the  same  time,  are  we  wrong  to  point  out  that  European  discrimination 
diverts  Japanese  goods  from  those  outlets  into  the  American  market?  The  Com- 
mon Market  countries,  which  make  up  a  market  comparable  to  the  American 
market,  now  accept  only  5  percent  of  all  Japanese  exports.  The  United  States 
accepts  30  percent.  Is  that  fair? 

I  will  not  tell  you  that  all  American  trading  practices  are  pure,  for  they  aren't. 
But  we  do  have  an  average  tariff  among  the  lowest  in  the  world.  Our  nontariff 
barriers  more  or  less  mirror  those  of  other  countries.  We  have  quotas  but  not  an 
unreasonable  number,  and  our  quota  levels  are  generally  high  and  provide  for 
orderly  expansion.  In  some  cases,  the  levels  are  so  high  the  quotas  go  unfilled. 
The  point  is  that  we  have  sought  to  follow  the  rules  in  almost  every  instance, 
but  many  of  our  competitors  have  ignored  them. 

Let  me  emphasize  the  vital  necessity  of  achieving  more  realistic  currency  rates. 
International  exchange  problems  have  a  way  of  being  so  esoteric  that  they  are 
ignored.  For  years  the  United  States  has  stood,  like  some  Atlas,  underwriting 
the  stability  of  the  world's  currency  system  so  that  trade  could  go  on  without 
uncertainty.  But  in  that  process  in  other  countries,  the  exchange  rates  lost  touch 
with  competitive  realities.  Some  countries  achieved  and  maintained  an  artificially 
low  re\ationship  between  their  currency  and  the  benchmark  currency,  the  dol- 
lar. The  disciplines  and  incentives  did  not  work  to  correct  the  situation  gradually. 
That  must  be  corrected  and  a  system  found  to  maintain  fair  relationships  in 
the  future. 
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I  cannot  overemphasize  the  continuing  desire  of  the  administration  to  look 
outward  toward  a  prosperous  world  in  which  the  United  States  maintains  its  full 
share  of  responsibility  and  participation. 

As  President  Nixon  has  stated  : 

"A  weak  United  States  will  be  isolationist  without  question.  A  strong  United 
States  will  continue  to  play  a  role  that  is  responsible  in  the  world.  That  is  the 
reason  that  I  have  to  take  some  of  these  actions,  actions  that  I  know  were  dis- 
tressing to  some  of  you,  but  actions  that  we  felt  were  essential  to  strengthen  the 
position  of  the  United  States  so  that  we  could  continue  to  be  as  forthcoming  in 
world  affairs  in  the  future  as  we  have  in  the  past." 

We  do  not  intend  to  become  provincial.  We  shall  not  resort  to  protectionism. 
We  shall  carry  our  burdens  on  the  international  scene.  But  to  do  so  it  is  essential 
to  attain  an  equilibrium  in  our  overall  financial  balance  with  the  rest  of  the  world. 
We  seek  no  advantage  of  others.  We  propose  to  suffer  no  disadvantage.  We  seek 
a  balance  which  will  be  to  the  benefit  of  all  the  nations. 

Our  effort  to  this  end  touches  the  vital  interests  not  only  of  the  United  States 
but  of  many  other  nations.  The  adjustments  are  not  easy  and,  without  under- 
standing and  patience,  they  cannot  be  achieved. 

Let  us  make  no  mi.stake  where  the  real  threat  lies :  Certainly  not  in  asking  for 
balanced  trade  agreements,  but  in  the  failure  to  obtain  such  balance,  thereby 
eroding  support  for  outward-looking  policies ;  not  in  temporarily  floating  ex- 
change rates,  but  in  failing  to  secure  a  realistic  and  needed  realignment  of  cur- 
rencies; not  in  a  temporary  and  nondiscriminatory  surcharge,  but  in  a  sudden 
slashing,  across-the-board  attack  on  foreign  aid,  thereby  damaging  both  our 
security  and  our  humanitarian  instincts ;  not  in  asking  for  a  fairer  sharing  of 
the  military  burden,  but  in  unilateral  European  troop  withdrawals,  thereby 
undermining  our  credibility  and  prejudicing  vital  negotiations. 

In  truth,  those  who  would  withdraw  from  our  world  responsibilities  are  the  true 
protectionists — the  true  isolationists. 

I  have  just  heard  firsthand  throughout  Asia  the  cries  of  alarm  over  the 
efforts  to  scuttle  the  bilateral  aid  progi-am  and  reduce  our  support  of  multi- 
lateral aid.  I  am  aware  of  the  deep  concern  to  the  Atlantic  alliance,  not  from  a 
surcharge  that  has  ample  precedent,  but  from  the  prospect  of  unilateral  troop 
withdrawals.  I  am  conscious  that  too  often  it  seems  a  lonely  effort  to  fight  the 
forces  in  the  Congress  seeking  to  turn  this  Nation  away  from  the  principles  of 
free  and  nondiscriminatory  trade. 

I  come  to  you  tonight  to  frankly  seek  your  helj). 

Do  not  mistake  our  motives  or  our  objectives. 

Respect  the  firmness  of  our  purpose. 

Give  us  your  advice  and  criticism. 

Above  all,  during  this  difiicult  period  of  change,  let  us  resist  those  temptations 
to  turn  inward  upon  ourselves,  to  strip  our  defenses,  to  withdraw  our  helping 
hand. 

At  stake  are  not  narrow  or  selfish  economic  goals;  beyond  a  fair  balance  of 
opportunity,  we  seek  none.  The  basic  issue  is  much  broader.  It  is  nothing  less 
than  rebuilding  the  economic  foundation  for  promoting  economic  development, 
military  security,  and  the  free  fiow  of  commerce. 

To  fail  in  our  effort  would  be  to  fail  not  only  as  an  administration,  nor  even 
as  a  Nation.  At  stake  is  nothing  less  than  the  foinidation  for  the  freedom  and 
security  of  this  generation  and  those  that  follow. 


Exhibit  21.— Statement  by  Secretary  Connally,  February  16,  1972,  before  the 
Joint  Economic  Committee 

It  is  a  pleasure  to  meet  again  with  this  distinguished  committee.  These  an- 
nual sessions  on  the  President's  Economic  Report  provide  a  valuable  opportunity 
to  examine  the  full  range  of  our  economic  policies,  both  domestic  and  foreign. 
My  prepared  statement  is  relatively  brief  and  concentrates  on  what  seem  to 
me  to  be  the  major  issues. 

This  year  we  meet  some  6  months  after  President  Nixon's  broad  and  coura- 
geous economic  actions  of  last  August.  The  new  economic  program  announced 
at  that  time  was  designed  to  move  the  economy  toward  goals  we  all  desire: 
more  jobs,  less  inflation,  higher  productivity  and  a  stronger  international  com- 
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petitive  position.  Wliile  it  has  not  all  been  smooth  sailing  since  last  August,  I 
am  confident  we  are  on  the  right  course  and  making  good  progress. 

Your  committee  is  already  familiar  with  the  oflBcial  economic  projections  for 
1972.  I  need  not  dwell  on  the  details.  Gross  national  product  is  expected  to  rise 
this  year  by  about  9%  percent,  or  by  nearly  $100  billion.  Of  this,  real  growth 
is  expected  to  be  roughly  6  percent  while  prices  may  rise  by  about  3%  percent. 
These  figures  compare  with  2.7  percent  real  growth  and  4.6  percent  inflation 
in  1971. 

The  official  projections  are  realistic  and  attainable.  They  lie  well  within  the 
consensus  range  of  private  forecasts.  Recent  reports  show  that  confidence  in 
these  forecasts  is  growing.  From  all  indications  this  would  be  a  year  of  strong 
economic  expansion. 

Fiscal  and  monetary  policies  are  very  much  a  part  of  the  improved  economic 
picture.  Both  are  counted  on  to  contribute  importantly  to  the  economic  expan- 
sion. Given  our  present  circumstances — with  unemployment  still  near  6  percent 
and  with  inflationary  pressures  diminishing — strongly  stimulative  policies  are 
fully  appropriate. 

Calculated  on  a  full  employment  basis,  the  fiscal  stimulus  translates  into  a 
budget  deficit  of  some  $8  billion  in  the  current  fiscal  year  to  be  followed  by 
approximate  balance  in  fiscal  1973.  What  we  actually  expect,  of  course,  are 
budget  deficits  of  almost  $39  billion  this  fiscal  year  and  $25Vo  billion  next 
year.  Sizable  deficits  are  inevitable  given  the  slack  in  the  economy  and  the 
administration's  determination  to  eliminate  it-  Any  attempt  to  force  the  budget 
into  balance  at  this  time  would  only  force  the  economy  further  out  of  balance. 
I  will  not,  however,  pretend  to  be  happy  with  deficits  of  this  size.  The  sooner 
they  are  gone,  the  better. 

Fortunately,  the  Government's  financing  needs  arising  out  of  these  deficits 
will  not  impinge  on  overloaded  credit  markets  as  was  the  case  in  some  earlier 
years.  Last  year  a  record  volume  of  funds — perhaps  $150  billion — was  raised 
by  all  private  and  public  borrowers  in  U.S.  financial  markets  at  generally  fall- 
ing interest  rates.  An  ample  flow  of  credit  should  continue  through  the  balance 
of  this  year.  We  believe  that  Federal  borrowing  requirements,  sizable  as  they 
are,  can  be  met  without  a  pronounced  upward  impact  on  yields  in  the  capital 
markets.  In  fact,  long-term  rates  may  recede  as  we  continue  to  make  progress 
in  curbing  inflation. 

Domestic  economic  policy  has  two  prime  objectives  this  year :  To  reduce  both 
the  rate  of  unemployment  and  the  rate  of  inflation.  A  6-percent  rate  of  unem- 
ployment— nearly  5  million  people — is  clearly  excessive.  We  must  do  better  and 
we  will  do  better.  By  the  end  of  this  year,  we  expect  to  reduce  the  unemploy- 
ment rate  to  the  neighborhood  of  5  percent. 

The  stabilization  program 

On  the  price  front,  we  have  a  good  chance  to  achieve  our  goal  of  moderating 
the  rate  of  inflation  to  below  3  percent  by  the  end  of  this  year.  The  wage-price 
freeze  was  a  resounding  success,  but  that  doesn't  tell  us  how  Phase  II  is  doing. 
At  present  we  are  seeing  the  price  bubble  that  was  expected  in  the  first  months 
after  the  freeze.  Once  this  interim  period  is  behind  us — in  a  month  or  two — 
we  can  begin  looking  for  the  true  impact  of  the  Phase  II  controls. 

One  interesting  set  of  figures  on  the  stabilization  program — while  some  of 
these  have  been  reported,  they  have  not  received  much  attention — relates  to  the 
first  41  prenotification  pay  settlements  approved  by  the  Pay  Board.  These  ap- 
provals are  comprised  of  26  new  settlements  covering  half  a  million  workers 
and  15  settlements  involving  retroactive  and  deferred  payments  covering  800,000 
workers,  including  the  coal  and  aerospace  settlements,  both  of  which  called  for 
increases  in  excess  of  the  general  5.5-percent  guideline  and  both  of  which  re- 
ceived very  great  attention.  However,  in  total  these  41  settlements  showed  an 
average  increase  in  pay  of  5.9  percent.  The  increases  in  existing  contracts  and 
those  involving  retroactive  pay  averaged  6%  percent,  while  the  average  increase 
on  new  contracts  was  just  41/^  percent. 

Now  these  figures  are  significant,  not  because  they  tell  us  what  the  average 
pay  settlement  is  likely  to  be  for  all  of  1972 ;  this  is  too  small  a  sample  for  that 
These  averages  are  significant,  rather,  because  they  indicate  the  wide  range  of 
results  we  are  sure  to  experience  during  the  Phase  II  controls.  Even  before 
Phase  II  got  underway,  we  knew  there  would  be  some  settlements  in  excess  of  the 
general  guideline  that  would  be  approved  by  the  Pay  Board.  By  the  same  reason- 
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ing,  we  should  also  expect — and  this  is  what  many  people  forget — that  some 
settlements  will  fall  below  the  general  standard.  I  am  told,  in  fact,  that  there 
have  been  a  few  labor  contracts  negotiated  recently  that  called  for  no  increase 
in  wages  (though  none  of  these  were  included  in  the  41  settlements  mentioned 
above). 

What  this  reminds  us,  it  seems  to  me,  is  that  our  economy  is  one  that  always 
exhibits  great  diversity  of  wage  and  price  experience.  We  must,  therefore,  be 
careful  to  judge  the  stabilization  program  not  on  any  one  or  handful  of  deci- 
sions but  on  the  basic  thrust  and  results  of  the  program  over  an  extended  period 
of  time. 

The  Pay  Board  and  the  Price  Commission  are  wrestling  with  a  large  number 
of  difficult  problems.  They  deserve  our  full  support.  In  my  oi)inion,  there  simply 
is  no  satisfactory  alternative  to  making  the.se  ccmtrols  work.  The  staliilization 
program  can  be  dispensed  with  only  when  the  threat  of  serious  inflation  has  been 
eliminated.  We  cannot  allow  inflation  to  become  a  way  of  life. 

In  the  last  analysis,  our  domestic  objectives  translate  into  a  need  for  less  in- 
flation, more  jobs,  and  higher  productivity.  That  requires  a  strongly  expanding 
economy  and  high  levels  of  investment  in  modern  plant,  equipment  and  tech- 
niques. This  good  performance  domestically  will  also  provide  the  foundation  for 
a  much  more  competitive  performance  in  international  markets. 

International  developments 

These  past  6  months  have  been  a  very  difficult  period  in  the  international  as 
well  as  the  domestic  economic  sphere — a  period  of  searching  reassessments, 
major  changes  and  strenuous  international  bargaining.  But  initial  progress  has 
been  made  and  I  am  confident  that  we  are  now  on  the  right  path.  I  admit  to 
some  optimism  about  the  future. 

The  problems  we  faced  on  August  15  were  indeed  formidable.  The  difficulty 
was  not  just  that  we  confronted  a  seriously  deteriorating  balance  in  trade  and 
payments  and  a  dangerous  strain  on  our  reserve  assets.  Those  were  the  symptoms 
of  our  problem.  The  fundamental  issue  was  how  to  revise  the  hal)its  and  insti- 
tutions that  had  allowed  the  problem  to  arise.  That  required  changing  people's 
ways  of  thinking,  revising  basic  premises,  and  modernizing  outmoded  but  en- 
trenched structures  and  institutions.  Inevitably  that  is  a  slow  and  labored 
process.  It  will  take  a  long  time  to  complete.  But  a  beginning  has  been  made. 

Our  approach  has  covered  the  entire  range  of  trade  policy,  financial  policy  and 
military  burden  sharing.  In  trade  policy  our  objective  has  been  to  assure  fair 
access  for  our  exporters  in  international  markets.  We  have  sought  tliis  i)rogress 
not  through  defensive  or  protectionist  measures  but  through  programs  aimed  at 
expanding  trade  and  removing  inequities  that  may  once  have  been  acceptable  but 
which  are  inappropriate  in  light  of  today's  economic  realities. 

We  followed  a  dual  approach  :  Negotiations  with  our  major  trading  partners, 
the  European  Community.  Japan,  and  Canada,  to  resolve  certain  short-term  ob- 
structions at  the  earliest  possible  date ;  and  more  comprehensive  negotiations 
looking  toward  the  removal  of  more  intractable  trade  barriers  in  1972  and  1!)73. 

The  short-term  negotiations  have  brought  mixed  results.  The  Jajianese  Gov- 
ernment has  announced  certain  trade  liberalization  steps  of  immediate  and  tangi- 
ble value  to  the  United  States.  The  European  Community  has  agreed  to  some 
limited  measures.  Regrettably,  however,  negotiations  with  Canada  have  not  been 
brought  to  a  successful  conclusion,  and  we  will  seek  appropriate  means  of  reduc- 
ing imbalances  in  our  trade  agreements  with  that  coiuitry. 

Looking  ahead,  both  .lapan  and  the  European  Community  have  agreed  to  join 
with  the  United  States  and  others  in  more  comprehensive  negotiations  commenc- 
ing in  1973  and  to  continue  solving  trade  problems  in  1972. 

In  defense  financing,  we  have  sought  to  maintain  fully  the  strength  of  our  al- 
liances while  proposing  that  our  allies  carry  a  larger  share  of  the  common  de- 
fense burden  in  keeping  with  the  great  improvement  in  their  financial  strength. 
There  have  been  some  results.  Last  December  our  European  NATO  i)artners 
anncmnced  iner(>ases  of  about  $1  billion  in  their  defense  contribution  for  1972. 
They  will  do  this  by  increasing  the  weaixms  they  make  available  to  the  alliance. 
Also,  in  Germany,  where  most  of  our  forces  are  concentrated,  a  substantial  por- 
tion of  our  local  currency  expenditures  are  now  covered  through  an  offset  agree- 
ment with  the  German  Government. 

Nonetheless,  the  burden  sharing  problem  has  not  yet  been  solved,  and  our  mili- 
tary expenditures  represent  a  large  cost  to  our  balance  of  payments.  We  must 
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work  toward  more  comprehensive  arrangements  for  equitable  sharing  of  this 
burden,  to  neutralize  the  balance  of  payments  issue  and  allow  the  alliance  to 
plan  its  forces  solely  on  the  basis  of  security  criteria. 

In  the  monetary  sphere,  after  4  months  of  intensive  bargaining,  the  United 
States  and  10  other  industrial  nations  negotiated  a  realignment  of  the  pattern 
of  exchange  rates.  Legislation  i^now  before  the  Congress  to  implement  the  U.S. 
portion  of  that  realignment.  The'  realignment  provides  the  dollar  a  competitive 
improvement  of  approximately  12  percent  against  its  major  competitors — leaving 
aside  Canada,  whose  exchange  rate  is  floating  and  thus  cannot  be  included  in  the 
measurement.  The  Smithsonian  agreement  also  introduced  some  badly  needed 
flexibility  in  the  system  by  widening  the  margins  within  which  exchange  rates 
can  fluctuate,  and  brought  agreement  to  begin  work  promptly  on  longer  term 
reform  of  the  international  monetary  system. 

There  has  been  much  debate  about  whether  that  12-percent  change  in  the  pat- 
tern of  exchange  rates  is  too  little,  too  much,  or  just  right  to  restoi'e  market  sta- 
bility and  international  payments  equilibrium.  There  have  also  been  calcula- 
tions purporting  to  measure  the  benefits  which  it  might  bring  to  the  U.S.  bal- 
ance of  payments.  I  have  «een  widely  varying  estimates  of  the  first-year  benefit 
to  our  trade  and  current  accounts  and  widely  varying  estimates  also  of  the  even- 
tual benefit  after  the  rates  have  been  in  operation  for  2  or  3  years. 

I  have  no  great  confidence  in  such  estimates.  Economic  science  has  not  pro- 
gressed to  the  point  where  anyone  can  determine  the  precise  pattern  of  exchange 
rates  that  will  produce  world  payments  equilibrium.  Nor  can  anybody  forecast 
with  accuracy  the  trade  effects  which  will  result  from  the  recent  realignment. 

Clearly  the  12-percent  exchange  rate  realignment  provides  an  important  oppor- 
tunity for  improving  our  balance  of  payments  but  it  does  not  determine  how  well 
we  shall  make  use  of  that  opportunity.  Our  progress  toward  a  viable  position 
will  depend  on  how  well  we  manage  our  economy — on  our  ability  to  stimulate 
expansion  without  rekindling  inflation.  Much  will  also  depend  on  our  ability 
to  gain  full  access  to  international  markets  through  more  equitable  and  balanced 
trading  arrangements.  Progress  will  also  depend  on  how  vigorously  our  producers 
compete  both  in  the  U.S.  market  and  overseas. 

I  can  assure  you  that  in  the  negotiations  on  this  exchange  rate  realignment 
last  December  there  were  many  who  were  concerned  that  the  realignment  agreed 
to  might  yield  too  great  a  competitive  advantage  to  the  United  States.  Needless 
to  say,  we  on  our  side  saw  the  problem  differently.  Inevitably,  with  vital  inter- 
ests at  stake  all  around,  tough  bargaining  occurred.  In  the  end  I  think  it  was 
encouraging  that  the  settlement  reached  was  accepted  by  all  parties — and  the 
general  public  as  well — as  a  fair  settlement  that  benefited  all  nations.  It  was  my 
view  in  December  that  the  settlement  had  made  a  real  contribution  toward  the 
achievement  of  a  lasting  equilibrium  in  world  trade  payments.  That  is  still  my 
view. 

The  Smithsonian  agreement  was  not  expected  to  bring  an  instant  and  miracu- 
lous turnaround  in  our  balance  of  payments.  Experience  with  exchange  rate 
changes  by  other  nations  liad  warned  us  that  the  initial  effects  may  even  be 
perverse,  until  traders  can  take  account  of  the  new  rates  in  commercial  deci- 
sions. Time  is  needed  for  our  exporters  to  seek  out  new  markets  and  for  our  im- 
porters to  find  new  sources  of  supply. 

We  would  therefore  expect  the  U.S.  balance  of  payments  to  remain  in  sub- 
stantial underlying  deficit  throughout  1972,  although  .significantly  less  than  last 
year's  basic  deficit  of  $10%  billion.  But  we  .should  begin  to  see  effects  of  the 
new  rate  structure  before  the  end  of  1972,  even  though  the  fidl  effects  may  not 
be  felt  for  2  years  or  more.  Over  time  other  policies  now  coming  into  effect  will 
also  heli> — both  the  new  Domestic  International  Sales  Corporations  and  the  job 
development  credit  will  be  helpful  in  increasing  the  attractiveness  of  investing 
in  the  United  States  rather  than  abroad. 

Since  August  li)  we  have  laid  a  foundation  for  restoring  a  stable  interna- 
tional financial  system  and  for  re.storing  the  strong  external  position  we  need 
1o  permit  us  to  play  our  i>roper  role  as  a  provider  of  aid.  as  a  supplier  of  capital, 
and  as  a  defender  of  the  free  world.  We  must  now  build  on  that  foundation. 
We  must  manage  our  domestic  economy  soundly,  without  inflation.  We  must  press 
for  more  intensive  negotiations  to  eliminate  overseas  ti"ade  barriers  and  improve 
burden  sharing.  In  short,  we  must  not  relax  but  rather  push  ahead. 

In  conclusion,  let  me  repeat  the  four  i>rimary  economic  goals  of  this  adminis- 
tration for  1972:  More  jobs,  less  inflation,  higher  productivity,  and  a  better 
balanced  international  economic  position. 


240   1972  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

At  the  same  time  I  want  to  make  clear  my  belief,  that  the  Congress  and  the 
American  people  should  not  now — or  ever — assume  that  these  economic  problems 
should  just  be  turned  over  to  the  Federal  Government  for  solution,  because 
Government  by  itself  does  not  have  the  solutions.  The  Congress  does  not  have 
them.  The  administration  does  not  have  them.  It  will  take  all  the  Nation  working 
together  to  provide  the  solutions. 

I  am  one  of  those  who  has  never  believed  that  all  of  the  wisdom  in  this  Nation 
res-ides  on  the  banks  of  the  Potomac  River  in  Washington,  D.C.  I  do  not  think 
it  has;  I  do  not  think  it  will.  I  am  one  of  those  who  believes  in  the  vitality  and 
productive  capacity  and  ingenuity  and  enterprise  of  this  Nation  as  a  whole. 

Despite  all  our  difficulties,  we  still  live  in  a  Nation  that  all  the  world  envies. 
And  we  shall  continue  in  leadership  if  we  work  for  productivity  and  growth  and 
do  not  let  our  problems — economic  or  otherwise — deter  us  from  reaching  for 
a  greater  future  for  this  land. 


Exhibit  22.— Excerpt  from  statement  by  General  Counsel  Pierce,  September  24, 
1971,  before  the  Commonwealth  Club  of  California,  San  Francisco,  Calif-  on 
"The  Lockheed  Story" 

1971  has  been  an  extremely  busy  year  at  the  Treasury.  The  Department  was 
fundamentally  responsible  for  the  Lockheed  project  and  had  much  to  do  with  the 
development,  and  subsequently,  with  the  implementation  of  the  President's  new 
economic  program.  As  a  consequence  of  all  of  this  activity,  few,  if  any,  of  the 
Treasury's  top  officials  have  enjoyed  the  luxury  of  a  vacation  this  year. 

At  a  small  staff  meeting  last  March,  Secretary  John  B.  Connally  informed  his 
highest  ranking  aide.s  that  President  Nixon  had  requested  him  to  look  into  the 
Lockheed  situation  and  to  report  back  to  the  President  with  a  recommendation 
as  to  what  action,  if  any,  should  be  taken.  The  Secretary  .'■elected  a  small  group 
of  Treasury  executives  to  assist  him  in  this  task.  It  soon  became  obvious  to  all  of 
us  who  toiled  with  this  problem  that  it  was  a  knotty  one,  incapable  of  easy  or 
quick  solution. 

Lockheed  Aircraft  Corporation  began  work  on  the  L-1011  (sometimes  called 
the  TriStar)  in  early  1968  to  diversify  into  commercial  aircraft  production  and 
thereby  lessen  its  reliance  on  military  sales.  The  L-1011  is  an  intermediate 
range  airbus  using  Rolls  Royce  RB-211  engines. 

As  it  progressed  with  the  L-1011  program,  Lockheed  began  to  run  into  costly 
problems  on  four  of  its  military  programs :  The  C5A  cargo  plane,  the  Cheyenne 
helicopter,  the  SRAM  missile  engine,  and  certain  ship  construction.  In  January 
of  this  year,  Lockheed  reached  agreement  with  the  Department  of  Defense  on  a 
basis  for  .settling  the  four  programs  in  qriestiou.  The  settlement  would  cost  Lock- 
heed approximately  $500  million. 

In  February,  shortly  fo'lowing  agreement  on  terms  of  settlement  between  Lock- 
heed and  the  Defense  Department,  Rolls  Royce  went  into  receivership.  This  was 
the  straw  that  broke  the  camel's  back  as  far  as  Lockheed  was  concerned.  If  Rolls 
had  not  failed,  Lockheed  might  have  been  able  to  weather  the  storm.  In  fact,  just 
prior  to  the  time  Rolls  Royce  went  into  receivership,  the  consortium  of  24 
banks  which  had  been  financing  Lockheed's  L-1011  program  had  arrange<l  to  loan 
Lockheed  another  $150  million.  When  the  banks  learned  of  Rolls  Royce's  failure, 
they  did  not  go  through  with  the  loan.  With  its  working  capital  and  net  equity 
greatly  reduced  because  of  its  costly  settlement  with  the  Department  of  Defense, 
Lockheed  was  in  deep  financial  trouble.  It  desperately  needed  additional  borrow- 
ings to  carry  on  the  L-1011  program  and  to  avoid  being  forced  into  bankruptcy 
or  receivership. 

It  was  painfully  clear  to  those  of  us  working  on  this  matter  that  the  financial 
failure  of  Lockheed  would  have  serious  repercussions  on  the  Nation's  economy.  It 
was  estimated  that  GO.OOO  workers  would  become  unemployed ;  that  more  than  a 
billion  dollars  in  inventory  would  have  only  .scrap  value;  that  competition  in  the 
manufacturing  of  aircraft  would  be  seriou.sly  reduced,  to  the  detriment  of  private 
purcha.sers  as  well  as  the  Government ;  and,  as  Lockheed  make.*^  substantial  .'^ales 
to  purchasers  in  foreign  countries,  the  U.S.  balance  of  trade  would  be  adversely 
affected. 

In  addition,  airlines  could  lose  $240  million  in  progress  payments  they  had 
already  advanced  to  Lockheed.  Lockheed's  35.000  suppliers  could  lose  about  $350 
million,  which  would  force  many  of  these  suppliers  into  bankruptcy.  Lockheed's 
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debenture  holder  could  lose  over  $125  million  and  its  stockholders  approxi- 
mately $250  million.  The  banks,  which  had  already  loaned  Lockheed  $400  million, 
stood  to  lose  from  about  $250  to  $300  million,  depending  on  what  they  could  sell 
their  collateral  for.  The  Treasury  would  suffer  a  substantial  reduction  in  tax 
revenues. 

We  believed  that  a  Lockheed  failure  would  mean  much  more  than  a  huge 
monetary  loss.  We  felt  that  such  a  failure  would  deal  a  stunning  blow  to  the 
confidence  of  investors  and  consumers,  and  this  loss  of  confidence  would  have 
a  substantially  adverse  impact  on  our  Nation's  economy.  Something  had  to  be 
done. 

Lockheed  claimed  that  it  could  work  its  way  out  of  its  financial  diflSculties  if 
it  could  borrow  an  additional  $150  to  $250  million.  The  consortium  of  24  banks 
which  had  been  financing  the  L-1011  project  refused  to  lend  any  more  money  to 
Lockheed  unless  the  additional  loans  were  guaranteed  by  the  United  States. 

The  British  Government  undertook  to  pay  all  costs  incurred  by  Rolls  Royce 
in  connection  with  the  research,  production,  and  manufacture  of  RB-211  engines 
until  August  8,  1971.  The  understanding  was  that  if  legislation  to  guarantee  up 
to  $250  million  in  loans  to  Lockheed  was  not  passed  by  the  Congress  by  that 
date,  the  British  Government  would  no  longer  be  obliged  to  finance  the  production 
of  RB-211  engines. 

Before  deciding  to  go  ahead  with  the  Rolls  Royce  engine,  Lockheed  and  its 
airline  customers  spent  a  good  deal  of  time  determining  whether  it  would  be 
feasible  to  use  an  American  manufactured  engine  in  place  of  the  RB-211  in  the 
TriStar.  It  was  clear  that  it  would  be  economically  impractical  to  substitute  an 
American  engine  for  the  RB-211  at  this  stage.  It  simply  would  cost  too  much 
money. 

After  carefully  considering  the  entire  situation.  President  Nixon  told  Secretary 
Connally  to  have  legislation  drafted  which  would  allow  the  United  States  to 
guarantee  loans  to  Lockheed  of  up  to  $250  million,  and  to  submit  the  proposal 
to  Congress. 

We  at  the  Treasury  were  most  interested  in  getting  as  much  security  for  the 
United  States  as  possible.  We  wanted  to  try  to  make  absolutely  certain  that 
the  United  States  did  not  lose  any  money  in  guaranteeing  the  loans  to  Lockheed. 
In  this  connection — many  weeks  before  the  legislation  was  enacted — I  worked 
out  a  written  memorandum  of  understanding  with  Lockheed  and  the  banks.  This 
memorandum  provided  that  the  banks'  loan  to  Lockheed — their  existing  $400 
million  loan  plus  any  additional  loans  up  to  $250  million — would  be  secured  by 
a  single  collateral  pool.  This  pool  would  include  all  of  the  collateral  the  banks  had 
as  security  for  the  $400  million  they  had  advanced  to  Lockheed  plus  any  addi- 
tional property  that  might  be  taken  as  security  against  the  new  loans  of  up  to 
$250  million.  In  case  of  bankruptcy,  the  collateral  would  be  used  first  to  satisfy 
the  portion  of  the  bank  loan  guaranteed  by  the  Government.  It  was  and  still  is 
the  opinion  of  those  executives  at  Treasury  who  worked  on  this  matter  that 
Lockheed  has  sufficient  assets  to  secure  fully  the  $250  million  that  may  be  guaran- 
teed by  the  Government. 

Lockheed  has  approximately  $10  million  of  secured  debentures  presently  out- 
standing. Therefore,  something  had  to  be  done  about  them.  The  memorandum 
provided  that  the  banks  would  see  to  it  that  in  the  event  of  bankruptcy  these 
claims  would  be  satisfied  so  that  they  would  not  endanger  the  Government's 
security.  In  short,  the  Government's  claim  would  be  paid  off  first  from  whatever 
assets  there  are  in  the  collateral  pool  at  the  time  of  bankruptcy. 

Soon  after  the  Emergency  Loan  Guarantee  Act,  the  so-called  "Lockheed  Bill" 
was  submitted  to  Congress,  I  started  negotiating  the  loan  guarantee  agreement 
with  Lockheed  and  the  banks  in  anticipation  that  the  bill  would  be  enacted. 
We  had  to  do  this  because  to  negotiate  such  a  complex  agreement  takes  so  much 
time  that  if  we  waited  until  the  bill  passed  to  commence  the  negotiations,  Lock- 
heed would  have  been  put  into  bankruptcy  by  the  failure  of  lawyers  to  agree. 

In  early  August,  shortly  before  Congress  adjourned  and  prior  to  the  August  8 
deadline  set  by  the  United  Kingdom,  the  Emergency  Loan  Guarantee  Act  was 
passed  by  a  very  narrow  margin  in  the  House — three  votes — and  by  the  narrowest 
of  margins  in  the  Senate — a  single  vote. 

The  act  empowers  a  three-member  board,  consisting  of  the  Secretary  of  the 
Trea.sury.  as  chairman ;  the  Chairman  of  the  Federal  Reserve  Board ;  and  the 
Chairman  of  the  Securities  and  Exchange  Commission,  to  guarantee  loans  of 
up  to  $250  million.   On  September  9,  the  Emergency  Loan  Guarantee  Board 
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approved  Lockheed's  application  to  have  up  to  $250  million  in  loans  to  that 
company  guaranteed  by  the  United  States. 

On  September  14,  the  loan  guarantee  agreement^  was  closed.  Incidentally, 
this  closing  was  so  complicated  that  it  took  2  days.  The  first  day,  September  13, 
was  a  rehearsal,  and  the  actual  closing  took  place  on  the  following  day.  Imme- 
diately upon  closing,  Lockheed  borrowed  .$50  million  from  the  banks. 

The  Lockheed  story  lias  been  a  long,  complicated,  thrilling,  and  most  inter- 
esting one  which  has  not  ended  yet.  We  hope  it  will  have  a  happy  ending.  If  it 
does,  it  will  be  one  of  the  most  rewarding  financial  and  economic  transactions 
the  United  States  ever  participated  in.  For  guaranteeing  up  to  $250  million  in 
loans  to  Lockheed,  thousands  of  jobs  will  be  saved,  many  small  suppliers  will 
avoid  bankruptcy,  more  than  $1  billion  in  otherwise  almost  useless  inventory 
will  be  converted  into  usable  equipment,  the  Nation's  largest  defense  contractor 
will  be  able  to  continue  as  a  going  concern,  our  future  export  po.sitioii  will  be 
strengthened,  and  competition  in  the  aircraft  manufacturing  industry  will  be 
maintained.  All  of  this  will  be  done  without  the  U.S.  Government  losing  one 
penny.  In  fact,  if  all  goes  well,  the  United  States  will  make  millions  of  dollars 
in  guarantee  fee  payments  from  Lockheed  for  guaranteeing  these  additional 
loans. 

Exhibit  23. — Excerpt  from  statement  by  General  Counsel  Pierce,  November  3, 
1971,  before  the  Labor  Law  Committee  of  the  Federal  Bar  Council,  New  York, 
N.Y.,  on  Phase  II  of  the  President's  anti-inflation  program 

The  power  of  the  President  to  freeze  and  control  wages  is  based  on  the 
Economic  Stabilization  Act  of  1970.  In  reviewing  that  act  and  considering  the 
various  legal  aspects  of  the  Phase  II  program,  several  of  us,  having  an  official 
interest  in  it,  concluded  that  the  program  would  operate  much  more  smoothly 
and  have  greater  chance  of  success  if  the  Economic  Stabilization  Act  were 
substantially  amended.  Consequently,  a  proposed  bill  to  amend  the  Economic 
Stabilization  Act  of  1970  was  drafted  in  my  office  by  members  of  my  staff, 
the  general  counsel  of  the  Cost  of  Living  Council,  members  of  his  staff,  and 
myself.  This  legislative  proposal,  though  changed  to  some  extent  by  subsequent 
redrafting,  was  the  one  submitted  by  Secretary  Connally  to  Congress  on  behalf 
of  the  administration. 

The  administration  bill,  if  enacted,  would  amend  the  Economic  Stabilization 
Act  of  1970  in  a  number  of  respects. 

The  present  act  contains  no  statement  of  findings  of  Congress  as  to  why 
Congress  delegated  to  the  President  the  power  to  exercise  controls  over  the 
economy.  This  omission  has  been  at  least  partially  responsible  for  the  current 
law  being  under  court  attack  on  the  ground  that  it  is  an  unconstitutional  delega- 
tion of  legi.slative  authority  to  the  executive  branch.  Section  1  of  the  adminis- 
tration's bill  seeks  to  strengthen  the  constitutional  foundation  of  the  Economic 
Stabilization  Act  by  setting  forth  findings  of  Congress  which  explain  the  basis 
for  the  .stabilization  legislation  and  why  discretion  to  act  is  given  to  the 
President  to  implement  this  legislation. 

The  administration's  biU  would  give  the  President  authority  to  control  interest 
rates  and  dividends  in  addition  to  prices,  rents,  wages,  and  salaries.  At  the 
present  time,  the  President  does  not  have  the  power  to  stnbilize  interest  rates 
and  dividends.  I  hasten  to  add.  however,  the  administration  does  not  expect 
to  use  this  power  assuming  it  is  granted  by  the  Congress.  It  is  hoped  that  com- 
panies will  voluntarily  restrict  the  amounts  of  their  dividends  and  that  lending 
institutions  will  voluntarily  limit  interest  rates.  Actually,  interest  rates  have 
been  declining  rather  sharply. 

The  bill  would  amend  the  current  law  to  make  it  clear  that  the  President 
can  delegate  authority  to  boards  and  commissions  to  administer  the  stabilization 
program.  Where  these  hoards  and  commissions  include  members  who  serve 
on  a  part-time  basis,  the  legal  authority  is  lodged  in  their  chairmen,  who  are 
full-time  employees  of  the  United  States.  As  such,  the  President  may  delegate 


1  The  term  "loan  pii.arantpp  aprooment"  Is  used  generically  to  refer  to  all  of  the  agree- 
ments Involved  In  the  Lockheed  oloslnj;  ;  namely,  the  credit  agreement,  the  security  and 
liledjre  agreement,  and  the  guarantee  agreement.  Each  of  these  documents  is  Incorporated 
hy  reference  Into  the  other  so  that  there  is  in  fact  one  single  agreement. 
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authority  to  them.  Furthermore,  conflict  of  interest  laws  would  be  made 
inapplicable  to  part-time  members  of  the  Phase  II  entities. 

The  current  law  would  also  be  amended  to  provide  for  injunctions,  a  criminal 
fine  of  not  more  than  $5,000,  and  a  civil  penalty  of  $2,500.  Each  of  these  sanctions 
would  be  enforced  by  the  Justice  Department.  In  addition,  the  proposed  legisla- 
tion would  confer  authority  to  issue  subpoenas  in  connection  with  any  investiga- 
tion or  proceeding  connected  with  the  stabilization  program. 

Under  the  administration's  bill,  any  agency  administering  the  stabilization 
program  would  be  generally  exempt  from  the  Administrative  Procedure  Act.  The 
rationale  for  this  is  that  the  ordinary  procedures  of  the  APA  would  involve 
undue  delay  and  a  great  deal  of  manpower.  Without  the  restrictions  of  the  APA, 
Phase  II  agencies  would  be  allowed  to  develop  streamlined  procedures  more 
satisfactory  to  the  needs  of  those  agencies  than  those  required  under  the  APA. 

The  proposed  legislation  would  establish  a  Temporary  Emergency  Court  of 
Appeals  designed  to  serve  two  functions  :  (1)  To  exercise  judicial  review  of  wage- 
price  cases  from  Federal  district  courts  and  (2)  to  have  exclusive  jurisdiction  to 
rule  on  the  constitutional  validity  of  the  Economic  Stabilization  Act  or  any  reg- 
ulation or  order  of  Phase  II  agencies.  With  regard  to  this  second  function,  in  any 
civil  action  in  a  district  court  of  the  United  States  in  which  the  court  determines 
that  a  substantial  constitutional  issue  exists,  the  court  would  certify  such  issue  to 
the  Temporary  Emergency  Court  of  Appeals.  Upon  such  certification,  the  Court 
of  Appeals  would  determine  the  appropriate  manner  of  disposition,  which  might 
include  that  the  entire  action  be  sent  to  it  for  consideration  or  that  the  matter 
be  remanded  to  the  certifying  court  for  further  disposition  pursuant  to  instruc- 
tions from  the  appellate  court. 

In  a  criminal  action,  the  entire  case,  including  any  constitutional  issue,  would 
initially  be  decided  by  the  district  court.  The  constitutional  issue  would  only  be 
decided  by  the  Temporary  Emergency  Court  of  Appeals  when  and  if  the  criminal 
case  was  appealed. 

The  administration's  proposal  would  also  provide  for  the  President  to  hire 
the  necessary  personnel  for  the  Phase  II  program  and  would  authorize  funds 
to  be  appropriated  to  the  President  to  carry  out  the  program. 

In  addition,  the  Economic  Stabilization  Act  would  be  extended  for  1  year  to 
April  30.  1973.  and  actions  already  taken  by  the  President  in  carrying  out 
Phase  I  of  the  anti-infiation  program  would  be  ratified  by  Congress.  Finally,  the 
bill  contains  a  severability  clause  which  provides  that  if  part  of  the  Economic 
Stabilization  Act  is  struck  down,  the  rest  of  the  act  would  remain  valid. 

Well,  there  it  is.  The  stage  for  Phase  II  has  been  set.  The  overall  plans  have 
been  made,  the  price-wage  mechanisms  have  been  determined,  and  it  is  expected 
that  Congress  will  enact  the  amendments  to  the  Economic  Stabilization  Act  pro- 
posed by  the  administration.  The  principal  actors — those  basically  responsible  for 
carrying  out  the  program — have  been  chosen.  In  my  opinion,  just  how  good  the 
performance  will  be  will  depend  in  large  measure  on  the  quality  of  the  rules  and 
regulations  promulgated  by  the  Pay  Board  and  Price  Commission  and  the  degree 
to  which  they  are  voluntarily  complied  with  by  the  American  public. 


Exhibit  24.— Statement  by  Gen'^ral  Conn  Pel  Pierre,  February  23,  1972,  before 
the  Senate  Committee  on  the  District  of  Columbia  on  S.  2196,  a  bill  to  estab- 
lish a  District  of  Columbia  Development  Bank 

Mr.  Chairman,  I  am  pleased  to  be  here  today  to  express  the  administration's 
strong  support  of  S.  2196,  a  bill  to  establish  a  District  of  Columbia  Development 
Bank.  This  proposal  would  mobilize  the  capital  and  expertise  of  the  private  com- 
munity to  provide  for  an  organized  approach  to  the  problems  of  economic  develop- 
ment in  the  District  of  Columbia. 

In  his  April  7,  1971  message  on  the  District  of  Columbia,  the  President  pro- 
posed that  the  Federal  Government  give  special  attention  to  helping  the  Dis- 
trict government  help  itself  in  such  areas  as  mass  transit,  clean  water,  and 
human  resources  development.  These  proposals  support  a  vigorous,  expanding 
economy  in  the  Nation's  Capital  and  would  help  create  a  climate  that  favors 
economic  growth.  To  a.ssist  business  and  industry  in  taking  advantage  of  that 
climate,  the  President  urged  creation  of  a  Development  Bank  for  the  District  of 
Columbia.  The  President  stated : 

"Such  a  Development  Bank,  forging  a  new  partnership  among  Federal  oflScials, 
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local  officials,  and  representatives  of  the  private  sector,  would  serve  as  an  action 
center  in  assembling  the  necessary  combinations  of  capital  and  management  skills 
so  that  economic  development  opi>ortunities  do  not  go  begging  as  they  have 
sometimes  done  in  the  past. 

"Washington  has  been  called,  not  too  kindly  but  with  a  measure  of  truth,  a 
'company  town.'  Inevitably  the  Federal  Government  will  remain  a  dominant 
factor  in  the  metropolitan  economy,  but  one-industry  communities  all  over  the 
Nation  are  seeing  the  wisdom  of  diversifying,  and  often  it  is  the  major  employer 
in  the  community  which  takes  the  lead  in  broadening  the  economic  base  to  create 
new  jobs  and  wider  prosperity.  Certainly  that  should  be  the  case  in  Washington, 
and  can  be  if  we  move  to  establish  the  Development  Bank." 

In  his  October  13,  1971  message  on  minority  enterprise,  the  President  re- 
peated his  recommendation  for  enactment  of  the  District  of  Columbia  Develop- 
ment Bank  Act  of  1971.  Legislation  to  implement  the  President's  recommenda- 
tion was  transmitted  to  the  Congress  by  Secretary  Connally  on  June  10,  1971. 
Mr.  Chairman,  we  appreciate  your  introducing  this  proposal  as  S.  2196. 

This  legislation  would  create  a  corporate  body  to  be  known  as  the  District  of 
Columbia  Development  Bank,  which  would  not  be  an  agency  of  the  United 
States.  The  bank  would  have  a  board  of  directors  consisting  of  11  persons :  The 
Commissioner  of  the  District  of  Columbia,  the  Chairman  of  the  City  Council  of 
the  District  of  Columbia,  three  officers  or  employees  of  the  United  States  or  the 
District  government  designated  by  the  President,  and  six  directors  elected  by 
the  shareholders  of  the  bank.  I  should  like  to  point  out  that  the  House  bill,  H.R. 
11313.  provides  for  13  directors,  with  eight  elected  directors,  and  that  we  have 
no  objection  to  the  larger  board  provided  in  H.R.  11313.  Under  both  versions,  one 
of  the  elected  members  would  be  selected  by  the  board  to  serve  as  its  chairman, 
and  the  board  would  appoint  a  president  of  the  bank  to  serve  as  the  bank's  chief 
executive  officer. 

The  bank  would  assist  economic  development  projects  embracing  housing, 
commerce,  and  industry  by  mobilizing  the  capital  and  expertise  of  the  private 
sector,  serving  as  catalyst  and  lender  of  last  resort. 

We  have  often  found  that  the  part  of  the  private  sector  which  would  be  willing 
to  attempt  some  form  of  economic  development  within  the  city  is  so  fragmented, 
lacking  in  technical  and  financial  expertise,  or  lacking  in  start-up  funds,  that  it 
cannot  get  a  project  started.  This  especially  is  true  for  large  projects,  projects 
which  are  innovative,  or  projects  which  involve  special  risk  situations.  The  bank 
would  determine  the  feasibility  of  a  proposed  project,  organize  the  sponsors — no 
one  of  which  might  be  able  to  take  on  the  project  individually — into  a  cohesive 
group,  and  mobilize  and  combine  the  private.  Federal,  and  municipal  planning 
and  resources.  The  bank  would  pull  together  the  many  separate  public,  com- 
mercial, technical,  and  financial  elements  necessary  to  get  any  major  develop- 
ment projects  "off  the  ground." 

The  bank  also  would  be  authorized  to  provide  technical  assistance  and  train- 
ing in  the  preparation  and  implementation  of  comprehensive  development  pro- 
grams, including  formulation  of  specific  project  proposals. 

The  bank  would  be  authorized  to  purchase  debt  obligations  and  equity  instru- 
ments and  to  guarantee  debt  obligations.  Loans  and  eciuity  investments  would  be 
made  in  accordance  with  .sound  and  prudent  development  banking  principles  and 
would  be  made  with  the  objective  of  assuring  a  reasonable  return  on  the  invested 
funds,  consistent  Avith  the  achievement  of  economic  development  goals. 

To  be  effective  in  mobilizing  the  maximum  amount  of  direct  private  financial 
participation,  the  bank  would  project  an  image  as  the  local  lender  of  last  resort. 
Using  its  capital  and  borrowed  funds  as  start-up  or  seed  money,  the  bank  would 
seek  to  induce  other  lenders  and  investors  to  support  development  projects 
through  loans  to  and  purchase  of  equity  .shares  in  the  projects,  or  a  combination 
of  these  methods. 

The  bank's  function,  thus,  would  be  to  assume  the  lead  role  in  putting  the 
project  "package"  together,  through  assistance  in  obtaining  any  necessary  Federal 
and  District  approvals,  infrastructure  grants,  or  other  i)ublic  investment.  Then 
the  bank  would  help  arrange  for  private  finnncing  and  equity,  and,  if  necessary, 
provide  bank  loan  funds  and  equity  participation. 

The  bank  would  not  be  in  competition  with  private  bankers,  developers,  busi- 
nessmen, government  agencies,  or  community  groups.  Rather,  it  would  be  a  logi- 
cal and  necessary  complement  to  their  efforts  in  obtaining  the  necessary  approvals 
and  financing  for  projects  of  difficult  implementation. 
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The  bank  wouM  be  expected  to  obtain  its  capital  entirely  from  private  sources 
through  the  sale  of  common  stock  and  issuance  of  debt  obligations.  At  least  one- 
half  of  the  amount  of  common  stock  subscriptions  would  be  paid  the  bank  at  the 
time  of  subscription  with  the  remainder  to  be  paid  within  two  years  after  sub- 
scription. The  bank  would  be  authorized  to  borrow  up  to  15  times  the  bank's 
capital  and  surplus. 

In  addition,  the  bank  would  be  authorized  to  issue  obligations  to  the  Treasury 
cifter  the  bank  has  at  least  $2  million  in  paid-in  capital.  This  source  would  be 
used  only  as  standby  support  for  the  bank's  borrowings  in  the  public  market. 
The  Treasury's  purchases  could  not  exceed  the  lesser  of  twice  the  amount  of  the 
bank's  capital,  or  $10  million.  The  interest  rate  on  these  issues  to  the  Treasury 
would  be  based  on  the  rates  paid  by  the  bank  on  its  other  obligations  of  similar 
maturity,  bvit  not  less  than  the  average  yield  on  outstanding  Treasury  obliga- 
tions of  comparable  maturity. 

In  years  that  the  bank  has  net  earnings  and  has  no  outstanding  borrowings 
from  the  Treasury,  it  would  be  allowed  to  pay  its  stockholders  dividends  limited 
to  6  percent  on  the  amount  of  paid-in  capital.  The  bank's  earnings  and  dividends 
and  interest  on  the  bank's  obligations  would  be  fully  subject  to  local  and  Federal 
taxes. 

Frequently,  in  the  past,  proposed  solutions  for  the  problems  of  community  eco- 
nomic development  were  simply  proposals  to  appropriate  increasing  amounts  of 
Federal  funds.  Too  little  thought  and  attention  was  given  to  the  availability  of 
private  financial  resources  or  to  the  capacity  of  the  intended  recipients  of  the 
proposed  Federal  financial  assistance  to  match  such  assistance  with  community 
development  needs.  The  proposed  D.C.  Development  Bank  would  seek  to  fill  the 
gap  between  needs  and  available  resources  and  to  catalyze  local  efforts.  Thus  the 
bank  would  provide  technical  assistance  and  mobilize  the  private  expertise  and 
capital  necessary  to  guide  local  project  sponsors  through  the  steps  necessary  for 
successful  project  development  and  implementation. 

The  Federal  ro'e  would  be  limited.  No  Federal  appropriations  to  the  bank  are 
contemplated.  Rather,  the  Federal  charter  provided  by  the  enactment  of  the  bill 
would  be  indicative  of  general  Federal  support ;  the  modest  standby  authority 
for  the  bank  to  borrow  from  Treasury  would  help  to  provide  the  assurances 
necessary  for  the  bank  to  issue  its  own  obligations  in  the  market;  and  the  pro- 
vision in  the  bill  for  possible  designation  of  Federal  ofiicers  or  employees  to  the 
board  of  directors  of  the  bank  would  be  a  formal  means  for  the  bank  to  maintain 
direct  contact  with  the  Federal  Government.  ^ 

In  conclusion,  Mr.  Chaii'man,  the  D.C.  Development  Bank  is  sound  and  con- 
structive legislation  from  the  standpoint  of  both  the  Federal  Government  and  the 
District  of  Columbia.  This  legislation  will  fill  a  serious  gap  in  our  present  de- 
livery system  and  will  further  our  common  efforts  to  promote  the  economic  de- 
velopment of  the  District  of  Columbia.  I  am  happy  to  assure  you  of  the  admin- 
istration's strong  support  for  S.  2196  and  to  urge  its  prompt  passage  by  your 
committee. 


Exhibit  25. — Remarks  of  Assistant  Secretary  Fiedler,  April  27,  1972,  before  the 
Mid-Year  Economic  Outlook  Conference  of  the  Conference  Board,  San  Fran- 
cisco, Calif. 

Those  of  us  involved  in  the  financial  markets  on  a  day-to-day  basis  necessarily 
and  understandably  center  our  attention  heavily  on  short-term  developments. 
Events  like  the  latest  success  or  failure  of  a  bond  underwriting  and  the  most 
recent  20-basis-point  "wiggle"  in  the  Treasury  bill  rate  come  to  be  the  main  focus 
of  our  work.  Accordingly,  anticipating  or  avoiding  or  exploiting  those  events  be- 
comes the  purpose  of  our  efforts. 

Unfortunately,  in  this  hubbub  of  our  workaday  world,  the  longer  run  purposes 
of  the  financial  system  are  frequently  lost  sight  of.  We  tend  to  forget  that  the 
basic  function  of  the  credit  markets  is  to  bring  lenders  and  borrowers  together  at 
miniminn  cost  and  with  maximum  benefits,  not  only  to  the  lenders  and  borrowers 
but  also  to  society  as  a  whole.  We  tend  to  forget  also  that  the  lenders  and  bor- 
rowers are  not  merely  the  Government  and  large  private  institutions  that  most  of 
us  represent  directly,  but  include  the  millions  and  millions  of  individuals  who 
now  have  or  want  mortgage  loans,  savings  accounts,  and  so  on. 

As  we  look  back  over  the  past  half  decade,  it  is  clear  that  our  financial  sys- 
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tern  has  not  always  served  these  longer  run  purposes  well.  The  most  dramatic 
examples  were  the  severe  disruptions  experienced  by  the  financial  markets  in 
1966  and  1969-70. 

Looking  ahead 

As  we  look  ahead  to  the  next  5  or  10  years,  it  is  equally  clear  that  we  must 
avoid  repeating  this  kind  of  experience.  Both  the  demand  for  and  the  supply  of 
credit  will  increase  .sharply.  To  meet  our  private  and  national  objectives  for  hous- 
ing, pollution  control,  productivity  enhancement,  etc.,  we  will  need  a  financial 
system  that  can  channel  enormous  flows  of  savings  to  a  multitude  of  investors 
smoothly  and  efliclently — and  without  the  large  and  frequent  swings  in  interest 
rates  that  have  so  dominated  the  past  half-dozen  years. 

To  help  us  achieve  this  important  function,  I  believe  we  will  want  to  con- 
sider carefully  the  work  of  the  Hunt  Commission  (known  formally  as  the  Presi- 
dent's Commission  on  Financial  Structure  and  Regulation),  which  was  appointed 
by  the  President  early  in  1970  and  submitted  its  report  at  the  end  of  1971.  With- 
out commenting  on  all  of  the  Hunt  Commission's  recommendations,  I  believe  that 
some  of  their  proposals  can  make  a  very  u.seful  contribution  to  the  financial  en- 
vironment in  which  we  will  be  living  for  the  balance  of  this  decade. 

We  have  to  plan  for  a  financial  structure  that  will  not  only  have  the  capacity 
to  accommodate  extremely  large  flows  of  credit  in  the  years  ahead,  but  will  at  the 
same  time  have  the  flexibility  to  cope  with  monetary  restraint — should  it  again 
he  necessary — without  putting  undue  strain  on  the  mortgage  or  municipal  securi- 
ties markets. 

We  need  to  keep  two  primary  objectives  in  mind  for  the  proper  functioning  of 
our  financial  markets : 

1.  As  the  Hunt  Commission  recommends,  we  must  make  changes  in  the  finan- 
cial structure  and  its  regulatory  system  in  order  to  avoid  the  pressures  on  some 
financial  institutions,  as  well  as  on  whole  sectors  of  the  economy,  that  are  pro- 
duced during  prolonged  periods  of  monetary  restraint. 

2.  We  should  increase  competition  among  financial  units  and  broaden  the 
powers  of  the  thrift  institutions.  We  want  a  financial  structure  that  permits  more 
branching  than  is  now  the  case.  We  want  financial  institutions  to  be  free  to  offer 
a  wide  variety  of  services  in  a  highly  competitive  environment  so  that  the  cost 
to  the  consumer  is  reduced  at  the  same  time  that  the  institutions  gain  additional 
safety  through  a  diversification  of  assets. 

In  my  view,  some  of  the  Hunt  Commission's  recommendations  go  a  long  way 
toward  fulfilling  these  objectives.  Several  of  the  Commission's  recommendations, 
for  example,  would  increase  competition  among  financial  institutions  by  granting 
thrift  institutions  the  power  to  offer  several  financial  .services,  including  check- 
ing accounts,  that  are  now  the  exclusive  functions  of  commercial  banks.  In  re- 
turn, however,  those  thrift  institutions  would  have  to  shoulder  the  same  tax 
burden  and  the  same  regulations  that  are  now  carried  by  the  commercial  bank- 
ing system. 

I  also  think  the  Commission's  recommendation  of  empowering  financial  insti- 
tutions to  branch  statewide  is  a  sound  longer  run  goal  that  would  have  strong 
procompetitive  effects,  although  the  state-by-state  impact  would,  of  course,  vary. 
If  adopted,  as  I  believe  it  should  be,  the  statewide  branching  provision  would 
broaden  the  package  of  financial  services  available  to  the  public  and  to  small 
businesses — especially  in  small  communities  of  such  States  as  Illinois.  Entry  into 
local  markets  by  a  number  of  competing  financial  institutions  .should  lower  the 
cost  and  improve  the  quality  of  financial  services. 

The  Plunt  Commission  also  recommended  a  number  of  worthwhile  changes  in 
the  regulatory  environment.  It  would  be  helpful  to  place  all  commercial  banks — 
whether  national.  State,  or  nonmember  banks — on  a  common  footing  and  also  to 
close  the  regulatory  gap  that  exists  now  between  various  types  of  l)anks  and 
thrift  institutions.  These  changes  would  reduce  the  disruption  that  is  produced 
during  periods  of  policy  restraint. 

As  significant  as  these  changes  are,  however,  we  must  remember  the  overrid- 
ing importance  of  avoiding  the  economic  exces.ses  that  were  responsible  for  the 
prolonged  periods  of  monetary  restraint  in  the  lattt^r  half  of  the  1960's.  It  is 
doubtful  that  any  financial  structure  can  be  designed  that  would  not  develop  a 
few  cracks  under  the  stress  conditions  of  1906  and  1969-70. 

Accordingly,  as  we  now  move  into  an  era  of  increasing  demands  for  credit,  we 
must  be  sure  that  economic  growth  remains  orderly  and  balanced  and  that  it  is 
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accompanied  by  an  appropriate  mix  of  monetary  and  fiscal  policies.  We  have  seen 
quite  clearly  that  monetary  restraint  by  itself,  without  supportive  budget  poli- 
cies, requires  a  great  deal  of  time  to  worlv  and  produces  many  hardships  and  dis- 
tortions. A  Ivey  to  the  achievement  of  our  economic  objectives  is  the  eflScient  al- 
location of  credit  by  free  marlvets.  This  can  be  attained,  however,  only  by  avoid- 
ing the  need  for  excessive  monetary  restraint.  The  business  expansion  of  1971 
and  1972  has,  I  believe,  been  built  on  a  foundation  of  sound  monetary  and  fiscal 
policy  stimulus,  and  it  is  important  that  these  policies  be  kept  in  tune  with  the 
course  of  economic  development  in  the  future. 

"The  Great  Overwithholding  Caper" 

In  the  context  of  these  longer  run  goals,  the  credit  conditions  with  which  we 
are  dealing  in  1972  are  unusual  in  several  ways.  One  special  feature  of  the  cur- 
rent situation  is  the  swing  that  has  tal^en  place  in  expectations  for  Federal 
demands  on  the  financial  markets.  We  started  the  year  anticipating  a  budget  de- 
ficit for  fiscal  1972  of  $38.8  billion,  a  level  that  startled  quite  a  few  people.  Today, 
however,  just  3  months  later,  we  are  looking  for  a  much  lower  deficit.  This  devel- 
opment has  come  to  be  known  in  the  Treasury  (with  a  wry  and  slightly  embar- 
rassed smile)  as  "The  Great  Overwitliliolding  Caper." 

This  situation  is  a  direct  outgrowth  of  the  underwithholding  of  taxes  that 
developed  out  of  the  1969  Tax  Reform  Act.  To  correct  this,  the  December  1971 
tax  legislation  changed  the  withholding  .schedule  in  an  attempt  to  bring  taxes 
withheld  closer  to  the  actual  tax  liability.  First,  the  schedule  was  changed  to 
correct  the  underwithholding  that  had  been  taking  place  for  two-earner  families. 
Second,  an  additional  withholding  bracket  was  added  at  the  upper  end  of  the 
income  range.  And  third,  where  the  old  schedule  had  utilized  a  straight  13-percent 
deduction  at  all  levels  of  income,  the  new  schedule  provides  for  a  maximum  de- 
duction of  $2,000. 

These  changes  meant  that  a  majority  of  workers — almost  all  who  are  the  only 
earner  in  the  family  and  most  high-bracket  taxpayers — would  have  to  adjust 
their  withholding  allowances  by  filing  revised  W-4  forms  with  their  employers. 
Despite  an  intense  campaign  by  the  Internal  Revenue  Service  to  make  this  re- 
quirement known,  and  despite  the  actual  increase  in  taxes  withheld  that  almost 
every  employee  felt  in  late  January  (and  it  was  tliis  that  we  expected  to  have  a 
big  impact),  the  number  of  revised  W-4  forms  submitted  was  surprisingly  small. 

The  arithmetic  of  the  overwithholding  situation,  as  best  we  can  estimate  it,  is 
as  follows :  If  no  taxpayers  were  to  change  their  withholding  allowances,  the  re- 
vised schedules  would  result  in  an  increase  in  taxes  withheld  by  some  $10  or 
$11  billion  annually.  Approximately  $6  billion  of  this  relates  to  the  single-earner 
factor,  and  the  remainder  relates  to  the  two  changes  that  primarily  affect  higher 
bracket  taxpayers.  The  revenue  estimates  included  in  the  budget  allow  $2  bil- 
lion for  the  impact  of  the  new  withholding  schedules.  That  is,  it  was  assumed 
that  most  taxpayers  would  change  their  W^  withholding  forms  as  required, 
which  would  neutralize  $8-$9  billion  of  the  maximum  $10-$11  billion  impact. 

It  is  now  clear  that  our  assumption  was  far  wide  of  the  mark.  Our  experience 
to  date  and  special  surveys  suggest  that  overwithholding  in  calendar  year  1972 ; 
i.e.,  for  the  full  year,  will  run  some  $6  to  $7  billion  above  the  budget  estimates. 

Art  Buchwald  had  a  clever  article  recently  that  may  give  us  a  clue  to  the  lack 
of  taxpayer  response.  Buchwald's  column,  which  was  in  the  form  of  a  prayer  to 
our  Heavenly  Father,  included  the  statement : 

"Those  of  Your  liumble  servants  on  straight  salary  beg  Thee  to  withhold  more 
than  we  owe,  so  at  the  end  of  the  fiscal  year  we  will  be  granted  a  much  deserved 
refund.  And,  dear  God,  make  sure  that  which  is  refunded  by  the  Federal  Govern- 
ment is  not  taken  away  from  us  by  the  State,  and  that  which  is  refunded  by  the 
State  is  not  taken  away  from  us  by  the  county,  and  that  which  is  refunded  to  us 
by  the  county  is  not  taken  away  by  the  town." 

Evidently  there  are  quite  a  number  of  taxpayers  who  share  Buchwald's  point  of 
view  and  wlio  are  happy  to  have  a  tax  reserve  accumulate  in  their  friendly  IRS 
"bank  account,"  despite  the  fact  that  they  receive  no  interest. 

Fortunately,  from  the  standpoint  of  economic  policy,  there  are  some  built-in 
off.sets  to  the  overwithholding.  First,  many  taxpayers  may  have  filed  new  W-4 
forms  just  these  past  couple  of  weeks,  after  they  calculated  their  final  1971  tax 
return  and  looked  at  their  particular  situation  for  1972.  Second,  many  higher  in- 
come taxpayers  file  quarterly  estimated  tax  returns,  and  they  are  likely  to  make 
the  needed  corrections  by  making  smaller  estimated  tax  payments,  or  none  at 
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all,  while  continuing  the  higher  withholding  from  their  paychecks.  Third,  those 
taxpayers  who  have  chosen  not  to  file  new  W-4  forms  and  who  realize  they  are 
being  overwithheld,  are  not  likely  to  reduce  their  consumption  patterns  downward 
accordingly.  For  these  three  reasons,  the  economic  impact  of  '"The  Great  Over- 
withholding  Caper"  of  1972  will  be  much  less  than  might  otherwise  be  expected. 

In  addition  to  the  tax  revenues  that  have  been  generated  by  the  overwithhold- 
ing,  Treasury  receipts  are  higher  than  expected.  Both  individual  and  corporate 
income  tax  collections  have  been  coming  in  stronger  than  budgeted.  In  total,  as 
we  view  it  today,  this  increase  in  receipts  will  reduce  the  Federal  budget  deficit 
for  fiscal  1972  by  more  than  $6  billion  compared  to  our  expectations  in  January. 

On  the  expenditure  side  of  the  bvidget,  I  have  no  news  to  report.  We  are  still  us- 
ing the  expenditure  totals  contained  in  the  budget  last  January.  The  uncertain- 
ties about  legislative  actions  that  affect  the  budget,  notably  the  timing  of  revenue 
sharing,  are  still  with  us.  But  however  this  works  out,  whether  revenue  .sharing 
funds  (or  any  others)  are  disbursed  in  June  or  in  August,  makes  little  real  dif- 
ference. The  only  place  that  there  will  be  a  noticeable  difference  will  be  in  the 
Federal  Government's  accounting  records. 

This  difference  is  merely  a  matter  of  which  fiscal  year  the  disbursements  are 
recorded  in.  As  to  what  I  would  regard  as  the  important  question — the  effect  on 
the  economy  and  the  financial  markets — it  appears  to  me  that  there  is  practically 
no  difference  in  the  impact  between  June  and  August. 

The  stabilization  progrram 

Another  special  feature  of  the  current  situation  and  a  more  crucial  matter  for 
the  behavior  of  our  financial  markets  during  the  remainder  of  1972  is  the  eco- 
nomic stabilization  program  and  the  outlook  for  inflation.  A  successful  fight 
against  the  price  disease  will  encourage  saving  and  lending  and  will  eliminate 
much  of  the  large  inflation  premium  that  is  now  built  into  our  interest  rate 
structure. 

It  is  too  early  to  say  with  any  assiirance  how  successful  the  stabilization  pro- 
gram will  prove  to  be.  The  evidence  that  will  enable  us  to  judge  the  underlying 
impact  of  Pha.se  II  is  simply  not  yet  available.  What  evidence  we  have  for  the 
economy  as  a  whole  is  summarized  in  the  table  below.  From  that.  I  think  we  can 
say  with  confidence  that  inflation  has  been  lower  since  the  stabilization  program 
began  than  it  was  previously.  We  cannot,  however,  judge  what  the  eventual  im- 
pact of  Phase  II  will  be. 

Price  and  wage  changes  before  and  during  the  stabilization  program 
(Percent  change,  seasonally  adjusted  annual  rate) 

Six  months  During  the 
Price  or  wage  measure                                             prior  to  the  program: 

program:  Feb.  Aug.  1971  to 

to  Aug.  1971  March  1972 

Consumer  price  Index: 

All  items 4.1  2.8 

Food 6.4  4.9 

Commodities  less  food 3. 7  1. 2 

Services ' 4. 6  3. 8 

Rent' 3.9  2.8 

Wholesale  price  index: 

All  commodities 4. 6  3. 1 

Farm  products,  processed  foods  and  feeds  ' 2.3  6.7 

Industrial  commodities 6. 7  1. 8 

Earnings  of  private  nonfarm  production  workers: 

Earnings  in  current  dollars: 

Adjusted  hourly  ' 6.8  6.1 

Gross  weekly 6. 1  7.0 

Spendable  weekly  * 6. 4  8.  8 

Earnings  in  constant  dollars: 

Adjusted  hourly  ' 2.6  3. 1 

Gross  weekly 1-9  4. 1 

Spendable  weekly  « 1-3  6. 9 

'  Not  seasonally  adjusted;  data  contain  almost  no  seasonal  movements. 

1  Raw  agricultural  prociucts  are  exempt  from  price  controls. 

3  Adjusted  for  overtime  (manufacturing  only)  and  for  Interindustry  employment  shifts. 

<  Worker  with  three  dependents. 

Source.— Department  of  Labor,  Bureau  of  Labor  Statistics. 


EXHIBITS  249 

It  may  be  useful  to  review  the  basic  arithmetic  of  the  economic  stabilization 
program.  The  Pay  Board  started  with  a  general  standard  of  5.5  percent  and  the 
Price  Commission  selected  a  goal  of  2.5  percent.  These,  coupled  with  the  3-per- 
cent historical  trend  growth  of  productivity,  make  for  a  happy  combination  of 
consistent  standards — consistent  with  one  another  and  consistent  with  the  goals 
of  the  program. 

What  has  happened  since  then  at  both  the  Pay  Board  and  the  Price  Commis- 
sion appears  to  be  in  line  with  their  general  goals.  Despite  some  highly  publicized 
wage  increases  that  far  exceeded  the  general  standard,  and  despite  some  loosen- 
ing of  that  standard  by  the  Pay  Board,  the  tier  I  settlements  acted  upon  by  the 
Board  to  date  have  averaged  about  5  percent.  From  what  we  hear  about  the 
backlog  of  cases  now  at  the  Pay  Board,  this  figure  may  rise  slightly,  but  the  best 
guess  at  the  moment  is  that  tier  I  settlements  will  remain  within  or  close  to  the 
general  standard. 

The  Price  Commission's  decisions  to  date  for  tier  I  firms  have  permitted  in- 
creases that  have  averaged  3.2  percent  of  applicable  sales.  When  total  sales  of 
those  firms  are  included  in  the  calculation,  the  average  price  increase  drops  to  1.6 
percent.  Moreover,  when  the  sales  of  those  tier  I  firms  that  have  not  yet  been 
granted  any  price  increases  are  added,  the  average  price  increase  is  only  about  1 
percent.  What  the  underlying  impact  of  the  Commission's  action  on  tier  I  firms 
will  eventually  be  is  thus  still  difficult  to  say.  Presumably  it  is  somewhat  higher 
than  1  percent  but  smaller  than  3.2  percent. 

More  significant  for  the  overall  stabilization  program,  however,  is  the  forth- 
coming impact  of  two  recent  developments  at  the  Price  Commission.  First,  the 
Commission's  profit  margin  rule  is  taking  effect.  This  rule,  which  was  always 
thought  of  by  the  Commission  as  its  basic  second  line  of  defense,  limits  the 
profit  margin  of  any  company  that  has  been  granted  a  price  increase  to  its  base 
period  level.  Thus,  if  a  company's  profit  margin  rises  above  its  base  period  level 
and  if  the  increase  is  not  explainable  in  terms  of  a  seasonal  pattern  or  other 
special  factors,  the  price  increases  that  the  company  received  may  have  to  be  cut 
back.  With  the  filing  of  first-quarter  profit  reports  at  the  Price  Commission,  this 
process  has  now  begun. 

The  second  recent  development  at  the  Price  Commission  will  have  an  even 
greater  impact.  The  Price  Commission's  rules  require  that  productivity  gains  be 
subtracted  from  cost  increases  before  any  price  increase  is  permitted.  Until  just 
recently,  the  Price  Commission  has  been  using  company  projections  on  productiv- 
ity in  their  calculations.  They  found,  however,  that  these  figures  were  too  low 
compared  to  the  kind  of  productivity  performance  that  we  have  seen  in  Ameri- 
can industry  on  average  in  the  past.  Thus,  many  of  the  increases  granted  by 
the  Price  Commission  were  probably  too  generous  in  terms  of  the  Commission's 
basic  goal. 

Accordingly,  the  Commission  is  changing  its  rules.  Instead  of  using  company 
productivity  figures,  they  are  going  to  use  industry  calculations  made  by  the 
Bureau  of  Labor  Statistics  from  data  for  the  past  10  years.  This,  they  estimate, 
will  reduce  the  average  price  increase  that  is  approved  by  about  one  full  per- 
centage point — a  very  constructive  change  that  will  contribute  importantly 
toward  meeting  our  goal  for  inflation. 

These  two  developments  at  the  Price  Commission,  coupled  with  the  pay  and 
price  actions  taken  thus  far  for  Tier  I  firms,  suggest,  to  me  at  least,  that  the 
stabilization  program  will  achieve  its  interim  target  of  cutting  the  rate  of  in- 
flation below  3  percent  by  the  end  of  the  year.  This  prospect  will,  I  believe,  be- 
come more  widely  accepted  in  the  months  ahead  as  the  indicators  of  prices  and 
wages  begin  to  home-in  on  our  goal. 

I  want  to  emphasize,  however,  that  should  we  find  that  the  program  is  not 
headed  for  its  target,  we  will  not  hesitate  to  make  whatever  alterations  in  the 
program  may  be  necessary.  The  Price  Commission's  action  on  its  productivity 
rule  is  a  fine  example  of  how  the  program  will  be  changed  to  make  sure  that  the 
goal  is  met. 

Current  financial  prospects 

Over  the  remainder  of  the  year,  developments  in  the  financial  markets  are 
likely  to  reflect  most  importantly  two  features  of  the  current  situation.  First, 
although  business  activity  is  rising  rapidly,  there  is  still  a  significant  volume  of 
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unused  resources — both  labor  and  capital — available  in  the  economy.  Accordingly, 
the  flow  of  new  money  and  credit  into  the  economy  can  and  will  be  relatively 
larger  than  would  lie  appropriate  in  more  normal  circumstances,  and  credit 
conditions  generally  can  be  more  accommodative. 

Second,  despite  the  stabilization  program,  the  financial  markets  are  still  feel- 
ing the  hangover  brought  on  by  the  monetary  overindulgences  and  other  economic 
excesses  of  the  middle  and  late  1960's.  Accordingly,  long-term  bond  yields  still 
retain  a  large  inflationary  premium. 

The  implication  of  these  two  features  of  the  present  situation  is,  It  seems  to  me, 
that  large  flows  of  credit  should  continue  to  flow  smoothly  through  the  financial 
markets  this  year  without  wide  movements  in  the  general  level  of  interest  rates, 
particularly  long-term  yields.  Normally,  a  vigorous  business  expansion  brings 
with  it  a  marked  rise  in  interest  rates.  In  the  present  situation,  however,  the 
fact  that  the  economy  is  still  a  consideralile  way  from  full  employment — in  the 
financial  markets  as  well  as  the  lal)or  markets — and  the  prospect  that  inflation 
will  slow  suggest  a  noticeable  absence  of  upward  pressures  on  long-term  yields. 


Exhibit    26. — Other   Treasury    testimony    published    in    hearings    before    con- 
gressional committees,  July  1, 1971-June  30, 1972 

Secretary  Shultz 

Statement  on  revenue  sharing,  before  the  Senate  Committee  on  Finance, 
June  29,  1972. 

Secretary  Connally 

Statement  on  H.R.  8432,  a  bill  to  provide  loan  guarantee  authority  to  assist  the 
Lockheed  Aircraft  Corporation,  before  the  House  Committee  on  Banking  and 
Currency,  July  20,  1971. 

Deputy  Secretary  Walker 

Statement  on  S.  2022,  a  bill  which  authorizes  emergency  loan  guarantees  to 
major  business  enterprises,  before  the  Senate  Banking,  Housing,  and  Urban 
Affairs  Committee,  July  9,  1971. 

Statement  on  the  Federal  budgetary  position,  before  the  Senate  Committee 
on  Appropriations,  February  2,  1972. 

Under  Secretary  Cohen 

Statement  on  the  impact  of  DISC  on  small  business,  before  the  Subcommittee 
on  Government  Procurement  of  the  House  Select  Committee  on  Small  Business, 
June  14,  1972. 

Under  Secretary  for  Monetary  Affairs  Volcker 

Statement  on  H.R.  5970,  a  bill  to  establish  an  Environmental  Financing  Author- 
ity, before  the  House  Public  Works  Committee,  July  14, 1971. 

Statement  on  S.  101."),  the  Environmental  Financing  Act;  S.  1699,  The  National 
Environmental  Financing  Act:  S.  3001,  the  Federal  Penancing  Bank  Act;  and 
S.  3215,  the  Municipal  Capital  Market  Expansion  Act,  before  the  Senate  Com- 
mittee on  Banking,  Housing,  and  Urban  Affairs,  May  15,  1972. 

Deputy  Under  Secretary  for  Monetary  Affairs  Bennett 

Statement  on  the  financing  plans  which  would  be  implemented  under  H.R. 
11877  and  S.  2297,  the  National  Capital  Transportation  Act  of  1971,  before  the 
House  and  Senate  Committees  on  the  District  of  Columbia,  March  1,  1972. 

Assistant  Secretary  Weidenbaum 

Statement  on  the  needed  upturn  in  research  and  development,  before  the  Sub- 
committee on  Science,  Research,  and  Development  of  the  House  Committee  on 
Science  and  Astronautics,  July  29,  1971. 

Assistant  General  Counsel  Lloyd 

Statement  on  the  Freedom  of  Information  Act  before  the  Subcommittee  on 
Foreign  Oix'rations  and  Government  Information  of  the  House  Committee  on 
Government  Operations,  April  14,  1972. 
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Federal  Debt  Management 

Exhibit  27. — Statement  by  Secretary  Connally,  January  31,   1972,  before   the 
House  Ways  and  Means  Committee  on  the  public  debt  limit 

The  borrowing  authority  which  the  Congress  last  year  provided  tlie  Treasury 
Department  will  shortly  be  exhausted.  I  am  therefore  requesting  that  the  present 
temporary  debt  limit  of  $430  billion  be  increased  promptly  to  $480  billion.  On  the 
basis  of  our  current  estimates,  this  will  be  sufficient  to  carry  us  through  the  bal- 
ance of  the  current  fiscal  year  and  to  about  this  time  next  year.  At  that  time  it 
will  again  be  appropriate  to  review  the  financing  requirements  of  the  Government. 
The  President's  fiscal  1973  budget  projects,  on  the  unified  budget  basis,  a  deficit 
of  $38.8  billion  for  fiscal  1972  and  a  deficit  of  $25.5  billion  for  fiscal  1973. 

These  are  huge  deficits  and  no  one  can  be  happy  about  them.  However,  Federal 
budgets  must  be  analyzed  in  the  context  of  economic  conditions  and  national  ob- 
jectives. The  pace  of  our  economic  growth,  wliile  now  substantial,  has  not  been 
fast  enough  to  produce  the  desired  reduction  in  unemployment.  Our  objective, 
therefore,  is  to  stimulate  economic  growth — sustainable  economic  growth — in 
order  to  reduce  unemployment  while  at  the  same  time  continuing  to  brake 
inflation. 

We  believe  that  the  spending  and  taxing  decisions  set  forth  in  the  budget  are 
appropriate  in  the  light  of  present  circumstances  and  objectives.  Moreover,  if 
this  plan  is  carried  out  with  discipline  and  determination  it  will  help  lead  to  an 
improved  budget  position  as  we  achieve  our  national  goals. 

Our  fiscal  1972  budget  deficit,  projected  at  $38.8  billion,  is  substantially  higher 
than  the  original  estimate  of  $11. G  billion  made  in  January  1971.  The  figures 
represent  an  adverse  swing  of  $27.2  billion.  The  major  portion  of  the  change — 
$19.8  billion  of  it — results  from  a  shortfall  in  estimated  revenues.  Some  of  this 
shortfall,  $6.7  billion,  reflects  tax  changes  not  contemplated  in  the  budget  a  year 
ago.  But  apart  from  the  consequences  of  legislation,  our  economic  forecast  for 
calendar  1971,  on  which  the  fiscal  1972  budget  was  based,  was  simply  too  optimis- 
tic. Total  GNP,  personal  income,  and  corporate  profits  were  all  significantly 
below  forecast.  As  a  result,  tax  collections  are  falling  short  in  most  categories 
including  the  big  items :  Personal  and  corporate  income  taxes. 

On  the  expenditures  side  which  Director  Shultz  will  discuss  in  detail,  we  are 
projecting  in  the  current  fiscal  year  expenditures  of  $236.6  billion,  or  $7.4  billion 
above  the  original  estimate. 

For  fiscal  1973  we  are  estimating  outlays  of  $246.3  billion,  only  4  percent  higher 
than  this  year.  At  the  same  time,  revenues  are  anticipated  to  rise  to  $220.8  bil- 
lion, which  results  in  a  unified  budget  deficit  of  $25.5  billion. 

This  budget  will  return  us  to  a  "full  employment"  balance.  In  other  words, 
budget  expenditures  are  set  at  a  level  which  is  about  equal  to  the  revenues  our 
present  tax  structure  would  produce  at  "full  employment"  of  our  economic  re- 
sources. AVhile  actual  full  employment  is  not  a  realistic  ex'pectation  for  fiscal 
1973,  if  expenditures  can  be  held  on  this  path  the  deficit  will  shrink  as  the  economy 
grows  and  will  disappear  when  we  fully  achieve  our  goals. 

The  size  of  the  debt  ceiling  increase  needed  is  deter*mined  not  only  by  the  re- 
sults of  the  unified  budget  (which  reflects  transactions  with  the  general  public) 
but  also  by  the  amount  of  Treasury  debt  held  by  the  Federal  trust  funds  and 
other  Government  agencies.  Since  the  trust  funds  are  in  substantial  surplus  and 
therefore  acquiring  Treasury  debt,  the  necessary  increase  must  be  in  excess  of  the 
size  of  the  unified  budget  deficit.  Changes  in  the  debt  are  more  closely  reflected  in 
the  so-called  Federal  funds  budget  which  excludes  the  operations  of  the  trust 
funds. 

As  the  budget  document  shows,  the  Federal  fund  deficits  for  flscal  1972  and 
1973  are  now  estimated  at  $44.7  billion  and  $36.2  billion,  respectively.  As  shown 
in  tables  I  and  II,  these  forecasts  can  be  translated  into  estimated  Federal 
debt  subject  to  limitation.  On  the  assumption  of  a  constant  $6  billion  cash  balance, 
our  peak  fiscal  1972  level  is  $450  billion.  By  early  1973.  this  level,  including  the 
usual  $3  billion  allowance  for  contingencies,  will  rise  to  around  $480  billion. 

I  am  for  this  reason  proposing  to  this  committee  that  a  new  temporary 
debt  limit  be  set  at  a  minimum  of  $480  billion  for  the  period  through  June  30, 
1973.  I  recognize  that  this  ceiling  will  probably  not  be  adequate  to  meet  our 
requirements  beyond  February  of  1973.  However,  that  should  be  an  appropriate 
time  to  review  the  budget  and  debt  limit  situation  with  you,  against  the  back- 
ground of  actunl  experience  in  the  first  half  of  fiscal  1973  and  in  relation  to  the 
fiscal  1974  budget  outlook. 

I  shall  not  belabor  the  consequences  for  the  Nation  if  the  Treasury's  borrowing 
capacity  should  be  exhausted.  A  failure  to  obtain  an  increase  in  the  debt  limit 
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will  in  a  very  short  time  force  us  to  move  to  costly  and  uneconomic  expedients 
to  meet  our  obligations  and  then  to  an  abrupt  cutting  off  of  Government  ex- 
penditures. As  Secretary  of  the  Treasury,  I  do  not  wish  to  contemplate  such 
a  possibility.  Therefore,  as  our  projections  indicate,  it  is  essential  that  the 
Congress  take  action  to  lift  the  debt  limit  in  time  for  us  to  arrange  an  early 
March  borrowing. 

Responsible  financing  of  the  budget  is  a  primary  goal  of  mine,  and  in  this 
connection  you  may  be  interested  in  the  use  that  has  been  made  so  far  of  the 
authority  which  Congress  granted  last  year  to  issue  Treasury  bonds  with  coupons 
in  excess  of  414  percent.  We  have  moved  with  great  care  to  take  the  first  steps  to 
restore  a  broad  market  for  longer  term  Treasury  securities  in  order  to  improve 
the  structure  of  the  debt.  Following  two  issues  of  about  one-half  billion  each 
to  private  holders  in  1971,  we  have  just  announced  our  third  issue  of  longer 
term  securities.  It  is  in  the  form  of  a  new  10-year  bond,  offered  in  exchange  for 
securities  maturing  this  February  15  and  to  advance  refund  securities  maturing 
in  the  first  half  of  1974. 

Our  use  of  this  authority  has  been  cautious  since  we  are  determined  not 
to  engage  in  Treasury  financing  operations  which  would  disturb  credit  markets 
or  make  more  difficult  the  achievement  of  the  economic  goals  of  this  administra- 
tion. I  think  I  can  say  without  equivocation  that  our  first  steps  have  had  no  such 
adverse  consequences.  Indeed  we  are  now  reassured  that  we  can  proceed  with 
a  moderate  amount  of  long-term-bond  sales  without  undesirable  consequences. 

In  the  context  of  this  review  of  our  debt  situation,  I  would  also  like  to 
emphasize  the  importance  of  setting  an  effective  limit  on  budget  expenditures. 
It  is  the  firm  policy  of  this  administration  as  enunciated  by  the  President  in 
his  budget  message  that  "Except  in  emergency  conditions,  expenditures  should 
not  exceed  the  level  at  which  the  budget  would  be  balanced  under  conditions 
of  full  employment."  This  concept  of  a  full  employment  balance  was  central  to 
the  budget  decisions  for  fiscal  1973.  Its  meaning  is  simple.  If  one  adheres  to  that 
objective  our  deficits  will  disappear  as  the  slack  in  the  economy  disappears. 

Success  in  this  effort  is  essential  if  our  progress  against  inflation  is  not  to  be 
jeopardized.  The  result  can  and  will  be  achieved  by  exercising  vigorous  restraint 
on  spending.  Our  deficits  must  be  reduced. 

I  believe  a  tight,  effective,  overall  limit  on  expenditures  binding  on  both  the 
executive  branch  and  the  Congress  would  help  assure  that  goal. 

Table  I. — Public  debt  subject  to  limitation,  fiscal  year  1972 
[In  billions  of  dollars] 


Operating 
cash  balance 

Public  debt 
subject  to 
limitation 

1971: 

June  30 

ACTUAL 

8.7 

399.5 

July    15 

7.3 

407.3 

30 

7.1 

406.6 

Aug.  16 

.                   4.6 

410.8 

31 

....                   9.4 

415.9 

Sept.  15 

6.5 

416.2 

30 

9.9 

413.6 

Oct.    15 

4.6 

413  9 

20 

6.5 

413.3 

Nov.  15 

4.1 

416.5 

30 

4.2 

416.0 

Dec.   15 

5.2 

422.2 

31 

11.2 

425.5 

197 1: 

Jan.    17 

7.4 

426  4 

31 

11.1 

424.2 

Feb.   15 

6.4 

426.  7 

ESTIMATED  (baspd  OH  Constant  minimum  cash  balance  of  (6  billion) 

Feb.  29 

6.0 

426.1 

Mar.   15 

6.0 

433.6 

31. 

6.0 

431.6 

Apr.   17 

6.0 

440.3 

28 

6.0 

432.3 

May   15 

6.0 

440.8 

31 

6.0 

442.1 

June  15 

6.0 

450.0 

30       . 

6.0 

443.4 
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Table  II. — Estimated  public  debt  subject  to  limitation,  fiscal  year  1973 
[In  billions  of  dollars] 


Debt  with         With  $3 
$6  cash          margin  for 
balance       contingencies 

mi 

June  30-            -  . - 

443.4 
450.0 
453.0 
457.5 
461.1 
462.3 
457.9 
461.0 
462.1 
466.3 
468.7 
469.7 
469.8 

470.8 
470.6 
475.3 
478.1 
483.1 
482.5 
484.5 
478.2 
483.8 
486.8 
486.0 
479.3 

446.4 

July   17 - -.. 

453.0 

31                                                               

466  0 

Aug.  15 

460  6 

31         ...          . 

464.1 

Sept.  15. _ 

465.3 

29 - - 

460.9 

Oct.    16                                          

464  0 

31 

463.1 

Nov.  15 

469.3 

30 - _ 

471.7 

Dec.  15                                              ...          .......          .... 

472.7 

29               .                  - - 

472.8 

197S 

473.8 

31                                                                                  

473.6 

Feb.  15                                                                   

478.3 

28                                                    

481.1 

Mar.  16 

486.1 

30 

486.6 

Apr.  16               .      .          ....      - 

487.6 

30               

481.2 

May   15 _ _ 

486.8 

31 _.- - 

489.8 

June  15                                                        ...                 .... 

489  0 

29 

482.3 

Table  III. — Budget  receipts,  outlays,  and  surplus 
[In  billions  of  dollars] 

or  deficit  (  — )  by  fund 

Fiscal  year 

1971 
actual 

1972 
estimate 

1973 

estimate 

Receipts: 

Trust  funds 

66.2 
133.8 
-11.6 

73.2 
137.8 
-13.1 

83.2 

Federal  funds 

160.6 

Deduct:  Intragovernmental  receipts    .  .    . 

-13.0 

Total  unified  budget 

188.4 

69.3 
163.7 
-11.6 

197.8 

67.2 
182.6 
-13.1 

220.8 

Outlays: 

Trust  funds. 

72.6 

Federal  funds 

186.8 

Deduct:  Intragovernmental  outlays. 

-13.0 

Total  unified  budget 

211.4 

6.9 

-29.9 

236.6 

6.9 
-44.7 

246.3 

Budget  Surplus,  or  Deficit  (-): 

Trust  funds 

10.7 

Federal  funds 

-36.2 

Total  unified  budget 

-23.0 

-38.8 

-25.6 

Table  IV. —  Unified  budget  receipts,  outlays  and  deficits  (  —  ),  fiscal  year  1972 

[In  billions  of  dollars] 

Change  to  Change  to  Change  to 

January     September  September     January       January        January 
1971  1971  1971  1972  1972  1972  over 

estimate      estimate      estimate      estimate      estimate      January 

1971 


Receipts 

Outlays... 

Deficit  (— ) . 


217.6 
229.2 


—13.1 

+2.8 


204.5 
232.0 


+4.6 


197.8 
236.6 


—11.2 


-19.8 

+7.4 


—27.2 


Note: — Figures  are  lounded  and  may  not  necessarily  add  to  totals. 
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Table  VI  —Comparison  of  fiscal  year  1972  receipts  as  estimated  in  January  1971 

and  in  January  1972 

[In  billions  of  dollars] 


January 

1971 
budget 


Change  to  January  1972  budget 


Economic 
and  re-es- 
timate 


Legis- 
lation 


Other 


Individual  income  tax 

C  orporation  income  tax 

Employment  taxes  and  contribu- 
tions   - 

Unemployment  insurance -- 

Contributions  for  other  insuiance 

and  retirement 

Excise  taxes 


Estate  and  gift  taxes.. 

Customs  duties 

Miscellaneous  receipts. 


93.7 
36.7 

50.2 
4.2 

3.2 
17.5 

5.3 

2.7 
4.1 


-3.5 
-6.6 

-1.2 


1  -1.8 


-2.6 


-fO.2 
-0.1 


-2.6 


-t-0.2 
-fO.2 


+0.5 
-0.2 


-0.4 


Total  budget  receipts. 


217.6 


Underlying  income  assumptions— calendar  year  1971 


Gross  national  product '  aKa"  n 
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Chart  4 


1  TO  7  YEAR  TREASURY 
MARKETABLE  DEBT 


Privately  Held 


$Bil 
75 


50 


25 


3  to  7  Year 
Maturities  ' 


" 


2  to  3  Year 
Maturities  * 


1  to  2  Year 
Maturities 


74.3 


1965  1972  Est. 

January  31 


EXHIBITS 


259 


Chart  5 

OVER  7  YEAR  IVIATURITIES 


470-716  O — 72 19 


260   1972  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


Chart  6 
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Exhibit  28.— Statement  by  Secretary  Connally,  February  28,  1972,  before  the 
Senate  Finance  Committee  on  the  public  debt  limit 

The  temporary  debt  limit  of  $430  billion  which  the  Congress  last  year  provided 
the  Treasury  will  soon  be  exhausted.  Anticipating  a  need  for  an  increase  in 
Treasury  borrowing  authority,  I  appeared  on  January  31  before  the  House  Ways 
and  Means  Committee  to  request  that  the  temporary  debt  ceiling  be  increased  by 
$50  billion  to  $480  billion  through  June  30,  1973.  On  the  basis  of  our  projections, 
this  increase  would  have  been  adequate  to  meet  our  requirements  through  early 
1973. 

On  February  9,  the  House  passed  H.R.  12910  which  provides  for  a  $20  billion 
temporary  increase  in  the  debt  limit  to  $450  billion  through  June  30.  1972.  Al- 
though the  House  of  Represent-atives  did  not  approve  our  request  for  the  larger 
$50  billion  increase,  H.R.  12910  will  meet  our  estimated  needs  through  June  30 
of  this  year.  It  is  therefore  a  satisfactory  resolution  of  the  current  need,  assum- 
ing the  Congress  wishes  to  deal  with  this  matter  again  before  midyear.  We  there- 
fore specifically  request  that  your  committee  and  the  Senate  act,  as  a  matter  of 
urgency,  to  approve  H.R.  12910  as  pas.sed  by  the  House,  raising  the  temporary 
debt  limit  to  $450  billion  through  June  30,  1972. 

As  background  for  this  request,  the  President's  budget  projects,  on  the  unified 
budget  basis,  a  deficit  of  $38.8  billion  for  fiscal  1972  and  a  deficit  of  $25.5  billion 
for  fiscal  1973. 

These  are  huge  deficits  and  no  one  can  be  happy  about  them.  However,  Federal 
budgets  must  be  analyzed  in  the  context  of  economic  conditions  and  national 
objectives.  The  pace  of  our  economic  growth,  while  now  substantial,  has  not  been 
fast  enough  to  produce  the  desired  reduction  in  unemployment.  Our  objective 
therefore  is  to  stimulate  economic  growth — sustainable  economic  growth — in 
order  to  reduce  unemployment,  while  at  the  same  time  continuing  to  brake 
inflation. 

We  believe  that  the  spending  and  taxing  decisions  set  forth  in  the  budget  are 
appropriate  in  the  light  of  present  circumstances  and  objectives.  Moreover,  if 
this  plan  is  carried  out  with  discipline  and  determination,  it  will  help  lead  to  an 
improved  budget  position  as  we  achieve  our  national  goals. 

Our  fi.scal  1972  budget  deficit,  projected  at  $38.8  billion,  is  substantially  higher 
than  the  original  estimate  of  $11.6  billion  made  in  January  1971.  The  figures  rep- 
resent an  adverse  swing  of  $27.2  billion.  The  major  portion  of  the  change — $19.8 
billion  of  it — results  from  a  shortfall  in  estimated  revenues.  Some  of  this  short- 
fall, $6.7  billion,  reflects  tax  changes  not  contemplated  in  the  budget  a  year  ago. 
But  apart  from  the  consequences  of  legislation,  our  economic  forecast  for  calendar 
1971 — on  which  the  fiscal  1972  budget  was  based — was  simply  too  optimistic.  Total 
GXP,  personal  income,  and  corporate  profits  were  all  significantly  below  forecast. 
As  a  result,  tax  collections  are  falling  short  in  most  categories  including  the  big 
items  :  Personal  and  corporate  income  taxes. 

On  the  expenditures  side,  we  are  projecting  in  the  current  fiscal  year  expendi- 
tures of  $236.6  billion  or  $7.4  billion  above  the  original  estimate. 

For  fiscal  1973  we  are  estimating  outlays  of  $246.3  l)illion,  only  4  percent  higher 
than  this  year.  At  the  same  time,  revenues  are  anticipated  to  rise  to  $220.8  bil- 
lion which  results  in  a  unified  budget  deficit  of  $25.5  billion. 

This  budget  will  return  us  to  a  "full  employment"  balance.  In  other  words, 
budget  expenditures  are  .set  at  a  level  which  is  about  equal  to  the  revenues  our 
present  tax  structure  would  produce  at  "full  employment"  of  our  economic  re- 
sources. While  actual  full  employment  is  not  a  realistic  expectation  for  fiscal 
1973,  if  expenditures  can  be  held  on  this  path  the  deficit  will  shrink  as  the  econ- 
omy grows  and  will  disappear  when  we  fully  achieve  our  goals. 

The  size  of  the  debt  ceiling  increase  needed  is  determined  not  only  by  the  results 
of  the  unified  budget  (which  reflects  transactions  with  the  general  public)  but 
also  by  the  amount  of  Treasury  debt  held  by  the  Federal  trust  funds  and  other 
Government  agencies.  Since  the  trust  funds  are  in  substantial  surplus  and  there- 
fore acquiring  Treasury  debt,  the  necessary  increase  must  be  in  excess  of  the 
size  of  the  unified  budget  deficit.  Changes  in  the  debt  are  more  closely  reflected 
in  the  so-called  Federal  funds  budget  which  excludes  the  operations  of  the  trust 
funds. 

As  the  budget  document  shows,  the  Fetleral  fund  deficits  for  fiscal  1972  and 
1973  are  now  estimated  at  $44.7  billion  and  $36.2  billion,  respectively.  As  shown 
in  tables  I  and  11,^  these  forecasts  can  be  translated  into  estimated  Federal  debt 


1  See  exhibit  27. 
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subject  to  limitation.  On  the  assumption  of  a  constant  $6  billion  cash  balance, 
our  peak  fiscal  1972  level  is  $450  billion. 

For  this  reason,  H.R.  12910,  setting  a  new  temporary  debt  limit  at  $450  billion 
for  the  period  through  June  30,  19*2,  is  fully  acceptable  to  us.  It  should  be  rec- 
ognized that  this  ceiling  provides  no  allowance  for  unanticipated  contingencies 
and  will  meet  our  requirements  only  through  June  of  1972. 

I  shall  not  belabor  the  consequences  for  the  Nation  if  the  Treasury's  borrow- 
ing capacity  should  be  exhausted.  A  failure  to  obtain  an  increase  in  the  debt 
limit  will  in  a  very  short  time  force  us  to  move  to  costly  and  uneconomic  expedi- 
ents to  meet  our  obligations  and  then  to  an  abrupt  cutting  off  of  Government  ex- 
penditures. As  responsible  public  oflHcials  we  do  not  wish  to  contemplate  such  a 
possibility.  Therefore,  as  our  projections  indicate,  it  is  essential  that  the  Senate 
take  action  to  lift  the  debt  limit  in  time  for  us  to  meet  our  early  March  borrow- 
ing requirements. 

In  the  context  of  this  review  of  our  debt  situation,  I  would  also  like  to  em- 
phasize the  importance  of  setting  an  effective  limit  on  budget  expenditures.  It 
is  the  firm  policy  of  this  administration  as  enunciated  by  the  President  in  his 
budget  message  that  "except  in  emergency  conditions,  expenditures  should  not 
exceed  the  level  at  which  the  budget  would  be  balanced  under  conditions  of  full 
employment."  This  concept  of  a  full  employment  balance  was  central  to  the  budget 
decisions  for  fiscal  1973.  Its  meaning  is  simple.  If  one  adheres  to  that  objective 
our  deficits  will  disappear  as  the  slack  in  the  economy  disappears. 

Success  in  this  effort  is  essential  if  our  progress  against  inflation  is  not  to  be 
jeopardized.  The  result  can  and  will  be  achieved  by  exercising  vigorous  restraint 
on  spending.  Our  deficits  must  be  reduced. 

I  believe  a  tight,  effective,  overall  limit  on  expenditures  binding  on  both  the 
executive  branch  and  the  Congi*ess  would  help  assure  that  goal. 

Mr.  Chairman,  as  in  previous  years  we  are  furnishing  your  committee  with 
updated  statistical  tables  which  relate  Federal  debt  to  GNP,  private  debt,  popu- 
lation, and  prices. 


Exhibit  29.— Statement  by  Secretary  Shultz,  June  28,  1972.  before  the  Senate 
Finance  Committee  on  the  public  debt  limit 

On  July  1,  1972,  the  debt  limit  will  revert  to  its  permanent  ceiling  of  $400  bil- 
lion. The  debt  subject  to  statutory  limit  stood  at  $426.8  billion  on  June  27  and  will 
be  approximately  $425  billion  on  July  1.  In  addition,  assuming  an  operating 
cash  balance  of  $6  billion,  we  expect  the  debt  to  rise  to  approximately  $460  bil- 
lion next  February. 

Accordingly,  in  order  both  to  provide  a  margin  for  contingencies  and  to  assure 
the  new  Congress  an  early  opportunity  to  review  the  debt  limit  matter,  we  recom- 
mended to  the  House  Ways  and  Means  Committee  that  the  temporary  ceiling  be 
increased  to  $465  billion  and  extended  to  March  1, 1973. 

However,  the  committee  recommended  and  the  House  adopted  an  extention  of 
the  existing  $450  billion  ceiling  only  through  October  of  this  year. 

The  1972  fiscal  situation  has  improved  significantly  in  recent  months.  In  our  mid- 
session  review,  we  estimated  that  the  fiscal  1972  deficit  would  be  in  the  range  of 
$26  billion — almost  $13  billion  less  than  the  January  estimate.  This  improvement 
is  primarily  the  result  of  a  $9.2  billion  increase  in  revenues,  largely  due  to  hig'her 
individual  income  tax  receipts.  Outlays  also  are  now  expected  to  be  some  $3.6 
billion  below  the  January  estimate.  Almost  two-thirds  of  the  reduction  in  outlays 
results  from  the  delay  in  enactment  of  the  President's  revenue  sharing  measure, 
which  would  have  added  some  $2.2  billion  to  fiscal  1972  expenditures. 

About  two-thirds  of  the  expected  increase  in  individual  income  tax  receipts  is 
in  withhe'd  taxes  and  largely  reflects  the  overwithholding  resulting  from  the 
Revenue  Act  of  1971. 

Looking  aliead  to  fiscal  1973,  we  now  see  a  unified  budget  deficit  of  $27  billion, 
$1.5  bil'ion  over  the  January  estimate  of  $25.5  bi'lion.  Total  outlays,  including  the 
,$2.2  billion  in  revenue  sharing  which  we  expect  to  be  spent  in  fiscal  1973  rather 
than  this  year,  are  $3.7  billion  hig'her.  Despite  heavy  refunds,  receipts  will  also  be 
his'her  than  thought  in  January. 

Taken  together,  the  deficits  for  fiscal  years  1972  and  1973  are  now  expected 
to  be  about  $11  billion  less  than  anticipated  last  January. 

The  needed  increase  in  the  debt  ceiling  is  determined  not  only  by  the  deficit 
in  transactions  with  the  general  public    (the  unified  budget)    but  also  by  the 
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amount  of  Treasury  debt  held  by  the  Federal  trust  funds  and  other  j?ovemment 
agencies.  Virtually  all  of  the  reduction  from  our  January  estimates  in  our  pro- 
jected deficits  for  the  two  years,  fiscal  1072  and  1973,  has  occurred  in  the  Fetleral 
funds  sector  of  the  budget.  The  trust  funds  are  in  sunilns  and  therefore  acquiring 
Treasury  debt.  However,  contrary  to  pojjuhar  belief,  the  trust  funds  are  in  surjilus 
only  because  they  receive  substantial  amounts  of  Federal  funds  each  year. 
The  following  table  is  of  interest  in  this  connection  : 

[In  billions  of  dollars] 
Estimated 


Actual 
1971  1972  197S 

Trust  fund  receipts  from  the  public 54.  8         60.1  70.  6 

Trust  fund  receipts  of  Federal  funds 11.4         13.1  13.0 

Total 66.2         73.2  83.6 

Trust  fund  outlays 59.4         67.0  72.8 

Trust  fund  surplus 6.8  6.2  10.8 

Table  I  (attached)^  shows  our  estimates  of  Federal  debt  subject  to  limita- 
tion by  months  through  June  29,  1973.  Assuming  a  constant  $6  billion  cash  bal- 
ance, the  calendar  year  1972  peak  level  will  be  $453.2  billion  on  December  15.  On 
February  27,  1973.  the  level  will  rise  to  $460  billion. 

In  proposing  to  the  AVays  and  Means  Committee  a  new  temporary  debt  ceiling 
of  $465  billion  for  the  period  through  February  1973,  we  recognized  that  it  will 
again  be  appropriate  at  that  lime  for  the  Congress  to  review  the  budget  and  debt 
limit  situation  against  the  background  of  actual  experience  in  the  first  half  of 
fiscal  1973  and  in  relation  to  the  fiscal  1974  budget  outlook.  As  already  noted,  the 
House  has  passed  a  bill  which  will  merely  extend  the  $450  billion  temporary 
limit  to  November  1,  when  further  action  would  again  be  essential. 

I  view  this  intention  as  unfortunate  in  view  of  the  many  other  obligations 
facing  the  Congress.  We  would  very  much  prefer  that  the  Congress  accede  to  our 
original  request.  However,  we  must  defer  to  the  exigencies  of  the  situation  and 
ask  you  to  report  a  bill  identical  to  H.R.  15390,  the  bill  passed  by  the  House  of 
Representatives.  Otherwise,  I  am  concerned  that  Jime  30  will  pass  without  final 
congressional  action. 

I  am  sure  I  need  not  belabor  before  this  committee  the  need  for  congressional 
action  on  the  debt  ceiling  by  June  30.  The  result  of  inaction  on  this  matter  would 
be  a  reversion  to  a  debt  ceiling  some  $25  billion  be'ow  the  level  of  the  debt  actually 
outstanding.  This  would  create  an  extremely  difiicult  situation  for  the  Govern- 
ment in  paying  its  bills  and  conducting  its  business. 

I  therefore  recommend  promjit  and  favorable  consideration  of  this  request  for 
a  $450  l)illion  temporaiy  debt  ceiling  through  October  1972. 

Mr.  Chairman,  in  concluding  my  statement  I  would  be  remiss  if  I  did  not  ex- 
press my  deep  and  growing  conceni  about  the  emerging  fiscal  situation  in  this 
country.  With  deficits  this  year  and  next  the  Federal  budget  will  continue  appro- 
priately to  stimulate  an  economy  in  which  unemployment  is  too  high  and  plant 
utilization  too  low.  My  concern  is  not  that  such  deficits  will  not  occur,  but  that 
our  seeming  inability  to  master  the  Federal  budget  will  swell  them  much  beyond 
proper  economic  limits.  If  this  unhappy  event  is  allowed  to  occur,  then  we  shall 
likely  find  ourselves  overwhelmed  once  again  by  the  ravages  of  demand-pull 
inflation. 

We  must  not  undo  the  .good  work  of  recent  years.  The  difficult  and  courageous 
efforts  to  cool  an  overheated  economy  and  restore  healthy  economic  growth  with 
high  employment  and  stable  prices  must  not  be  negated  by  a  ballooning  Federal 
budget  which  no  one  can  control. 

The  administration  is  firmly  convinced  that  the  Congress  must  face  up  to  this 
problem  in  this  session.  It  can  do  so  by  enacting  the  tough,  no-exceptions  ceiling 
on  outlays  which  the  President  first  proposed  in  July  1970,  and  again  in  1971  and 
January  1972.  Adjusted  for  the  delay  in  revenue  sharing,  that  ceiling  should  be 
set  no  higher  than  $250  billion  for  the  coming  fiscal  year,  a  level  that  approxi- 
mates the  revenues  we  would  receive  if  the  economy  were  at  full  employment. 


1  See  exhibit  30. 
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Although  it  would  nonnally  be  appropriate  to  add  such  a  measure  to  the  debt 
ceiling  legislation,  time  does  not  so  permit.  The  bill  you  are  considering  must  be 
on  the  President's  desk  before  midnight,  June  30.  Therefore,  a  bill  identical 
to  that  which  passed  the  House  yesterday  is  essential. 

But  there  will  be  ample  time  and  opportunities  to  enact  the  President's  out- 
lay ceiling  before  final  adjournment  of  this  Congress.  Indeed,  the  expiration  of 
the  temporary  debt  ceiling  on  October  31  assures  just  such  an  opportunity — and 
without  the  exigencies  of  the  current  situation. 

We  therefore  recommend — and  urgently — that  this  committee  report  out  H.R. 
15390  without  amendment. 


Exhibit  30.— Statement  by  Acting  Secretary  Walker,  June  5,  1972,  before  the 
House  Ways  and  Means  Committee  on  the  public  debt  limit 

On  July  1,  1972,  the  $450  billion  temporary  debt  ceiling  will  revert  to  the  per- 
manent ceiling  of  $400  billion.  The  debt  subject  to  statutory  limit  stood  at  $429.2 
billion  on  May  31  and  will  approximate  $425  billion  on  July  1.  In  addition,  we 
now  expect  the  debt  to  rise  to  approximately  $460  billion  next  February.  (This 
figure  assumes  an  operating  cash  balance  of  $6  billion. ) 

Accordingly,  in  order  to  provide  a  margin  for  contingencies  and  in  order  to 
give  the  new  Congress  an  opportunity  to  review  the  debt  limit  matter  early  in 
the  next  session,  we  recommend  that  the  temporary  ceiling  be  raised  to  $465 
billion  and  extended  to  March  1, 1973. 

The  Federal  fiscal  situation  has  improved  significantly  in  recent  months.  The 
fiscal  1972  unified  budget  deficit  is  now  expected  to  be  about  $26  billion— almost 
$13  billion  below  the  January  estimate.  This  $13  billion  decline  reflects  primarily 
a  $9.2  billion  increase  in  revenues — largely  because  of  higher  individual  income 
tax  receipts — and  outlays  some  $3.6  billion  below  the  January  estimates.  Almost 
two-thirds  of  this  outlay  shortfall  results  from  the  delay  in  enacting  the  Presi- 
dent's proposed  revenue  sharing  measure,  which  would  have  added  some  $2.2 
billion  to  fi.scal  1972  expenditures. 

I  might  note  in  passing  that  about  two-thirds  of  the  expected  $9.2  billion  in- 
crease in  individual  income  tax  receipts  constitutes  withheld  taxes  and  largely 
reflects  the  overwithholding  resulting  from  the  Revenue  Act  of  1971. 

Looking  ahead  to  fiscal  1973.  we  now  expect  a  unified  budget  deficit  of  $27 
billion,  some  $1.5  billion  above  the  January  estimate  of  $25.5  billion.  It  is  note- 
worthy that  this  $1.5  billion  is  some  $700  million  less  than  the  $2.2  billion  in 
revenue  sharing  funds  which  we  expect  to  be  spent  in  fiscal  1973  rather  than  this 
year. 

Taken  together,  the  deficits  for  fiscal  years  1972  and  1973  are  now  expected  to 
be  about  $11  billion  less  than  anticipated  last  January. 

The  figures  that  I  have  recounted,  along  with  those  that  Director  Shultz 
will  submit,  will  actually  materialize  only  if  stern  and  continuous  efforts  are 
made  to  bring  Federal  spending  under  firm  control.  With  deficits  this  year  and 
next  the  Federal  budget  will  continue,  appropriately,  to  stimulate  an  economy 
in  which  unemployment  is  too  high  and  plant  utilization  too  low.  But  over  the 
same  period  we  can  and  must  prove  that  man  is  the  master  of  the  Federal  budget, 
that  the  spending  restraint  necessary  to  guard  against  the  return  of  demand 
inflation  can  be  exercised.  If  we  fail  in  this  we  shall  undo  much  of  the  good  work 
of  recent  years — efforts  which  are  moving  us  steadily  towards  our  ultimate  goal 
of  high  economic  growth  with  low  unemployment  and  stable  prices. 

Let  me  direct  my  remaining  remarks  to  two  matters :  Some  specifics  on  the 
debt  limit  problem  and  some  comments  on  the  recurring  calls  for  tax  legislation 
which  both  this  committee  and  the  administration  have  heard  in  recent  months. 

The  size  of  the  needed  increase  in  the  debt  ceiling  is  determined  not  only  by 
the  deficit  in  the  unified  budget  (which  reflects  transactions  with  general  public) 
but  also  by  the  amount  of  Treasury  debt  held  by  the  Federal  trust  funds  and  other 
Government  agencies.  Since  the  trust  funds  are  in  substantial  net  surplus  (that 
is.  when  transfers  of  Federal  funds  are  added  to  receipts  from  social  security 
taxes  and  then  balanced  against  outlays)  and  therefore  acquiring  Treasury 
securities,  the  necessary  increase  must  exceed  the  size  of  the  unified  budget 
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deficit.  Table  I  shows  our  estimates  of  Federal  debt  subject  to  limitation  by 
months  through  Juqe  29,  1973.  Assuming  a  constant  $6  billion  cash  balance,  our 
peak  calendar  year  1972  level  is  $453.2  billion  in  December.  In  February  1973 
the  peak  level  rises  to  $460  billion. 

In  proposing  to  this  committee  that  a  new  temporary  debt  ceiling  of  $465 
billion  be  set  for  the  period  through  February  1973,  we  recognize  that  early 
1973  will  again  be  an  appropriate  time  for  Congress  to  review  the  budget  and 
debt  limit  situation  against  the  background  of  actual  experience  in  the  first  half 
of  fiscal  1973  and  in  relation  to  the  fiscal  1974  budget  outlook. 

I  am  sure  I  need  not  belabor  the  need  for  congressional  action  on  the  debt  ceiling 
by  June  30.  The  result  of  inaction  on  this  matter  would  be  a  reversion  to  a  debt 
ceiling  some  $25  billion  below  the  level  of  the  debt  actually  outstanding.  This 
would  create  an  extremely  diflUcult  situation  for  the  Government  in  paying  its 
bills  and  conducting  its  business.  I  therefore  recommend  prompt  and  favorable 
consideration  of  this  request  for  a  $465  billion  temporary  debt  ceiling  through 
February  1973. 

In  the  context  of  this  review  of  our  debt  situation,  I  would  again  like  to  em- 
phasize, as  did  Secretary  Connally  before  this  committee  last  January,  the 
importance  of  setting  an  effective  limit  on  budget  expenditures.  The  budget 
policy  of  this  administration  continues  to  be  as  the  President  stated  it  in  his 
budget  mes.sage :  ''Except  in  emergency  conditions,  expenditures  should  not 
exceed  the  level  at  which  the  budget  would  be  balanced  under  conditions  of  full 
employment."  If  we  adhere  to  that  objective  our  deficits  will  shrink  and  disappear 
as  the  economy  grows. 

We  have  proposed  that  the  Congress  enact  a  limit  of  $246.3  billion  on  ex- 
penditures for  fiscal  1973 — a  ceiling  which  would  be  binding  both  on  the  execu- 
tive branch  and  the  Congress.  If  we  are  to  gain  control  of  budget  expenlitures 
it  will  require  a  strong  mutual  effort  by  both  the  executive  branch  and  the 
Congress.  Achievement  of  that  control  is  essential  if  we  are  not  to  undermine 
the  progress  which  we  have  made  against  inflation  and  toward  our  other 
economic  objectives  both  domestically  and  internationally. 

Mr.  Chairman,  I  would  also  like  to  comment  on  our  use  of  the  authority  to 
i.ssue  $10  billion  of  bonds  ^^^thout  regard  to  the  414-percent  interest  rate 
limitation. 

We  have  now  utilized  the  authority  on  four  occasions  to  issue  a  total  of  $4.7 
billion  of  bonds  with  original  maturities  of  10  to  15  years.  On  the  first  three 
occasions— in  August  and  November  1971  and  February  1972 — the  new  bonds 
were  issued  in  exchange  for  maturing  .securities.  In  accordance  with  our  agree- 
ment with  this  committee  we  gave  individuals  the  right  to  subscribe  for  cash 
for  up  to  $10,000  face  value  of  bonds.  In  these  three  offerings  individuals 
subscribed  for  cash  to  $285  million  of  bonds. 

The  May  1972  operation  was  handled  entirely  as  a  cash  offering  with  the 
new  securities  sold  at  auction.  Tenders  for  up  to  $50,000  of  bonds,  however, 
were  accepted  on  a  noncompetitive  basis  at  the  average  price,  and  there  were 
$15  million  of  noncompetitive  tenders  submitted  by  individuals. 

I  should  be  happy,  if  the  committee  desires,  to  submit  for  the  record  copies 
of  our  announcements  of  these  offerings  and  summaries  of  the  results  of  these 
four  financing  operations. 

Mr.  Chairman,  on  February  7  you  wrote  the  President  inquiring  as  to  whether 
he  intends  to  request  major  tax  legislation  this  year.  The  President  firmly  be- 
lieves that  the  administration  and  the  Congress  should  constantly  strive  to 
improve  the  tax  .structure,  to  increase  its  fairness,  to  make  it  .simpler  to  under- 
stand and  administer,  and  to  improve  its  effectiveness  in  furthering  the  economic 
and  social  goals  of  the  Nation. 

The  President  intends  to  make  recommendations  to  the  Congress  to  this  end 
at  the  appropriate  time,  and  the  Treasury  will  stand  ready  to  devote  its  full 
resources  to  working  with  the  committee  to  achieve  this  goal  as  it  did  in  the 
major  tax  legislation  enacted  in  1969  and  1971. 

We  do  not  believe,  however,  that  it  is  appropriate  to  embark  on  such  an  ex- 
tensive effort  at  this  particular  time  and  in  connection  with  revision  of  the 
debt  ceiling.  Tlie  basic  is.sues  are  deep  and  intricate,  and  the  judgments  that 
mu.st  be  made  require  calm  and  deliberate  reflection.  In  short,  we  firmly  believe 
that  the  matter  of  further  tax  revision  should  be  dealt  with  in  the  next  Congress. 
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Table  I. — Estimated  public  debt  subject  to  limitation,  fiscal  year  1973 
[In  billions  of  dollars! 


With  $6 

With  $6 

cash 

cash 

balance 

balance 

mz 

197S 

June  30 

426.4 

Jan. 

15 

1456.4 

July    17 ._._ 

434.0 

31 

449.4 

28 

M35.5 

Feb. 

15 

468.4 

31 _-.. 

432.0 

27 _ 

1460.0 

Aug.   15_._ _ 

439.1 

28 

456.8 

30 

1440.7 

Mar. 

15 

_ 463.6 

31 

439.4 

29 

1469.8 

Sept.  15. 

1446.4 

30 

465.8 

29 

439.0 

Apr. 

16 

1473.2 

Oct.    16 

444.7 

30. 

463.3 

30 

"447.3 

May 

16 

470.2 

31. 

441.8 

30 

_ 1475.4 

Nov.  15.... 

448.9 

31 

371.8 

29 

1451.6 

June 

15.. 

1477.9 

30 

447.1 

29... 

- 464.8 

Dec.    15 

1453.2 

29 

449.7 

1  Peak  level  of  month. 


Table  II. — Budget  receipts,  outlays,  and  surplus  or  deficit  (  — )  by  fund 
[In  billions  of  dollars] 


Fiscal  year 


Actual 


Current  estimate 


1973 


Receipts: 

Trust  funds _ 

Federal  funds 

Deduct :  Intragovernmental  receipts 

Total  unified  budget _ 

Outlays: 

Trust  funds 

Federal  funds _ 

Deduct:  Intragovernmental  outlays 

Total  unified  budget _ 

Budget  surplus  or  deficit  (— ): 

Trust  funds 

Federal  funds 

Total  unified  budget -23.0 


66.2 

73.2 
147.1 
13.3 

83.6 

133.  8 

152.6 

11.6 

13.2 

188.4 

207.0 

223.0 

59.4 

67.0 

179.3 

13.3 

72.8 

163.7 

190.4 

11.6 

13.2 

211.  4 

233.0 

260.0 

6.8 

6.2 
-32.2 

10.8 

-29.  9 

-37.8 

-26.0 


-27.0 


Table  III. — Unified  budget  receipts,  outlays  and  deficit  (  — ) 
[In  billions  of  dollars] 

Fiscal  year  1972  Fiscal  year  1973 

January     Change  from     Current       January     Change  from     Current 
1972        January  1972     estimate  1972        January  1972     estimate 

estimate        estimate  estimate        estimate 

Receipts 197.8  +9.2  207.0  220.8  +2.2  223.0 

Outlays 236.6  -3.6  233.0  246.3  +3.8  260.0 

Deficit  (-) -38.8  +12.8  -26.0  -25.5  -1.6  -27.0 

Note.— Figures  are  rounded  and  may  not  necessarily  add  to  totals. 
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Table  IV. — Comparison  of  fiscal  year  1972  receipts  as  estimated  in  January  1972 

and  currently 

[In  billions  of  dollars] 


Change  from  January  1972  budget 

January Current 

1972         Economic  estimate 

budget  and        Legislation       Other  Total 

reestimate 


Individual  income  tax 

Corporation  income  tax 

Emftloyment  taxes  and  contribu- 
tions  

Unemployment  insurance 

Contributions  for  other  insurance 
and  retirement 

Excise  tares 

Estate  and  gift  taxes 

Customs  duties 

Miscellaneous  receipts 


Total  budget  receipts. 


86.6 
30.1 

46.4 
4.4 

3.4 
15.2 
6.2 
3.2 
3.6 


+6.4 
+1.6 


-0.1 
+0.1 


+7.8 


'+1.6 


+1.6 


Underlying  income  assumptiom,  calendar  year  1971 


Gross  national  product 1 ,047. 0 

Personal  income 857. 0 

Corporate  profits  before  tax 85. 0 


+7.9 
+1.5 


-0.1 
-0.1 


+0.1 


-0.1 


+9.2 


94.4 
31.6 

46.3 
4.3 

3.6 
16.2 
6.1 
3.2 
3.6 


207.0 


1 ,047.  0 
857.0 
85.6 


*  Change  in  capital  gains  tax  estimate. 

Note.— The  figures  are  rounded  and  may  not  necessarily  add  to  totals. 


Table  V. — Comparison  of  fiscal  year  1973  receipts  as  estimated  in  January  1972 

and  currently 

[In  billions  of  dollars] 


January 

1972 
budget 

Change  from  January  1972  Budget 

Current 
estimate 

Economic 
and  reesti- 
mate 

Legis- 
lation          Other 

Total 

Individual  income  tax 

93.9 
35.7 

65.1 
5.0 

3.6 
16.3 
4.3 

2.8 
4.1 

+0.1  . 
+0.3  . 

+0.1  . 

1+1.5 

+1.6 
+0.3 

+0.1 
+0.1 

95.6 

Corporation  income  tax 

36  0 

Employment  taxes  and  contri- 
butions  

+0.1 

65  2 

Unemployment  insurance. 

Contributions  for  other  insurance 
and  retirement 

6.0 
3.7 

Excise  taxes 

16.3 

Estate  and  gift  taxes 

4.3 

Customs  duties 

+0.1  . 

+0.1 

2.9 

Miscellaneous  receipts 

4.1 

Total  budget  receipts. 


220.8 


+0.6 


+0.1 


+1.6 


+2.2 


223.0 


Underlying  income  assumptions,  calendar  year  1972 


Gross  national  product 1 ,146. 0 

Personal  income 924. 0 

Corporate  profits  before  tax 99. 0 


1 ,146. 0 
924.0 
99.0 


'  Change  in  capital  gains  tax  estimate. 

Note:— The  figures  are  rounded  and  may  not  necessarily  add  to  totals. 
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Exhibit  31. — Remarks  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
March  7,  1972,  before  the  Money  Marketeers  at  the  Bankers  Club,  New 
York,  N.Y.,  on  "A  New  Look  at  Debt  Management" 

My  intention  is  to  talk  about  a  subject  that  has  jfotten  much  less  attention  in 
recent  years  than  when  Marcus  Madler  was  here:  Federal  debt  management. 
My  reason  is  only  partly  that  debt  management  is  at  the  moment  one  of  our 
leading  growth  industries.  There  are,  in  addition,  a  number  of  longer  term 
questions  and  i.<sues  that  seem  to  me  to  need  more  ventilation  in  the  tinancial 
conmiunity  as  we  shape  a  debt  management  philosophy  for  the  1970's. 

In  the  perspective  of  the  whole  postwar  jxriod.  the  decline  in  emphasis  on 
debt  management  has  been  striking.  When  I  tirst  went  to  work  in  Wall  Street — 
not  so  long  ago — monetary  policy,  fiscal  policy,  and  debt  management  were 
considered  more  or  less  equal  building  blocks  of  national  economic  i>olicy.  As 
Aubrey  Lanston  used  to  put  it,  it  was  a  three-legged  stool,  and  we  would  forget 
one  leg  at  our  peril. 

Somewhere  along  the  line,  though,  debt  management  seems  to  have  been 
dropped  from  the  triumvirate.  Moreover,  if  my  antennae  are  at  all  sensitive, 
we  hear  much  less  concern  today  about  the  traditional  canons  of  "sound" 
finance  that  used  to  be  pronounced  with  such  feeling  about  the  Government 
debt — even  if  no  one  was  quite  agreed  as  to  what  they  were. 

This  may  be  partly  a  matter  of  fashion.  In  little  more  than  a  decade  we  have 
.seen  first  the  "fiscalists"  and  then  the  "monetarists"  riding  high,  each  in  turn, 
in  my  view,  overemphasizing  the  contribution  and  potential  of  one  policy  in- 
strument. But  in  the  case  of  debt  management  it  has  been  more  than  fashion 
that  accounts  for  the  diminishing  attention. 

The  simple  fact  is  that,  if  attention  is  directed  solely  toward  the  conventional 
direct  Treasury  debt,  it  has  declined  drastically  in  relation  to  the  size  of  our 
economy  and  our  financial  markets.  At  the  end  of  World  War  II,  the  Treasury 
debt  was  fully  half  of  the  net  public  and  private  debt  in  the  United  States 
and  equalled  about  two-thirds  of  the  GXP.  Then — to  paraphrase  one  dead  (and 
inaccurate)  politician — as  went  the  Treasury  debt,  so  went  the  Nation.  Today 
that  debt,  while  absolutely  22  i>ercent  larger,  is  only  one-seventh  of  total  debt 
and  amounts  to  less  than  one-third  of  the  GXP. 

Moreover,  while  Treasury  debt  once  was  important  in  every  maturity  area, 
the  protracted  absence  of  the  Treasury  from  the  long-term  market  because  of 
the  41^-percent  interest  rate  ceiling  has  concentrated  our  debt  at  the  short 
and  intermediate  area.  With  only  a  few  long-term  issues  outstanding — all  closely 
held  and  with  special  advantages  for  limited  purposes — it  appears  the  Treasury 
has  more  or  less  lo.st  touch  with  the  capital  markets,  leaving  them  to  the  exclu- 
sive province  of  other  public  and  private  borrowers. 

Finally,  experience  has  not  been  encouraging  with  respect  to  the  vigorous 
countercyclical  use  of  conventional  debt  management  policy.  There  are  theoretical 
doubts  as  to  its  effectiveness  and,  even  more,  practical  ob.stacles  to  its 
implementation. 

Looking  at  debt  management  more  broadly,  there  is  a  striking  phenomenon 
working  in  the  opiX)site  direction — but  a  phenomenon  still  submerged  in  the 
public  consciousne.ss.  I  am  thinking  of  the  exceptional  ri.«e  in  the  size  and  impact 
of  Federal  agency  programs,  mostly  of  an  extra -budgetary  character.  These 
agencies  in  combination  have  a.ssumed  a  massive  role  in  economic  stabilization 
most  obviously,  but  certainly  not  exclusively,  in  the  housing  area.  In  the  process, 
the  Treasury  has  consciously  given  priority  to  their  needs,  including  encourage- 
ment of  longer  term  financing  where  needed  to  support  the  program  objectives 
and  preserve  the  integrity  of  the  agencies'  individual  financial  structures.  The 
proliferation  of  the.se  agencies  has  given  ri.se  to  problems  of  coordi'iation  and 
policy  unknown  in  the  days  when  the  direct  Treasury  debt  loomed  relatively 
much  more  important,  a  problem  to  which  I  shall  return  later. 

Whatever  the  reasons  for  diminishing  public  concern  with  debt  management 
in  iKi.st  years,  there  is  ample  reason  to  i)ay  attention  today.  We  are  faced  with 
the  need  to  finance  back-to-back  deficits  totaling  over  ,$60  billion  in  2  consecutive 
fiscal  years.  On  top  of  those  deficit.s,  the  exi);insion  of  Fe<leral  credit  programs 
means  that  perhaps  half  of  the  net  increase  this  year  in  all  credit  market  instru- 
ments will  in  one  way  or  another  be  associated  with  the  programs  of  the  Federal 
Government. 

That  is  a  chilling  projection.  It  more  than  ju.stifies  a  careful  look  at  past 
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policies  and  intensive  exploration  of  new  approaches  and  new  techniques.  Nor 
can  we  intelligently  approach  the  current  problem  without  concern  for  the 
whole  range  of  economic  goals  and  without  thinking  through  the  longer  run 
implications  for  debt  management  itself. 

Our  first  task  in  the  Treasury  debt  management  area,  of  course,  is  simply  to 
raise  very  substantial  amounts  of  money  in  the  market  without  undercutting 
the  desired  stimulus  inherent  in  the  deficits  themselves.  Simultaneously,  we  must 
handle  maturing  securities,  although  that  task  is  not  esijecially  heavy  this  year. 
Thirdly,  we  want  to  achieve  these  essentials  in  a  way  consistent  with  orderly 
and  eflScient  handling  of  the  debt  in  the  longer  run.  That  requires  attention  to 
maturity  areas  that  may  now  be  overloaded,  avoiding  undue  concentrations  of 
new  debt,  and  consideration  of  techniques  that  may  facilitate  and  minimize  the 
cost  of  the  eventual  refunding  of  that  debt. 

In  all  of  this  there  must,  I  believe,  be  an  underlying  presumption  that  our 
debt  operations  cannot  be  considered  exclusively  a  umtter  of  economical  and 
eflicient  financing.  As  a  public  responsibility,  they  must  be  geared  to  support 
our  broader  economic  objectives,  domestic  and  international.  I  recognize  there 
is  a  sharp  disagreement  over  what  that  glittering  generality  should  mean  in 
practice.  Indeed  there  is  one  vocal  school  of  thought  which  goes  to  the  extreme 
of  arguing  that  the  best  the  debt  managers  can  do  is  "be  neutral."  Stay  "out  of  the 
way"  they  seem  to  be  saying,  out  of  the  Fed's  way,  out  of  the  Budget  Bureau's 
way,  and  certainly  out  of  Fannie  Mae's  and  Ginny  Mae's  and  Sally  Mae's  way, 
maybe  even  out  of  the  way  of  the  men  like  AT&T  and  GMAC. 

The  trouble  with  that  counsel  seems  to  me  obvious.  When  we  have  large 
deficits  to  finance  there  are  no  mechanical  guidelines  for  keeping  debt  manage- 
ment neutral.  The  securities  have  to  be  placed  somewhere,  and  that  "somewhere" 
will  make  a  difference  to  other  borrowers  and  to  monetary  policy.  Naturally 
we  want  to  be  conscious  of  the  impact  and,  where  possible,  turn  it  to  our  advan- 
tage. At  the  same  time — and  this  is  the  real  challenge  in  dealing  with  debt — we 
cannot  singlemindedly  focus  on  our  problems  today  without  thought  for  all  those 
tomorrows  when  our  i^uccessors  will  need  to  deal  with  what  we  have  wrought. 

The  central  fact  for  the  debt  managers  in  1^72  is  that  we  will  need  to  raise 
some  $35  billion  of  new  money,  assuming  the  budget  estimates  are  realized  and 
we  end  the  year  with  a  reasonable  cash  balance.  We  have  expressed  the  view 
that  in  the  current  and  foreseeable  economic  environment  that  task  can  be 
managed  without  either  rekindling  inflation  or  an  escalation  in  longer  tenn 
interest  rates.  The  basic  element  in  our  thinking  is,  of  course,  the  fact  that  there 
is  slack  in  the  economy  and  related  slack  in  financial  markets — a  high  savings 
potential,  and  a  tempering  of  competing  credit  demands. 

Long-term  rates,  in  particular,  are  still  historically  very  high,  producing  an 
exceptionally  shari)  yield  curve,  a  phenomenon  certainly  explaine<l  in  part  by 
remaining  inflationary  expectations.  A  priority  task  of  our  total  policies  is  to 
reduce  and  eliminate  those  expectations.  We  can  go  a  long  way  in  that  direction 
this  year.  As  we  do  so  declines  in  long  rates  could  help  restore  what  by  past 
standards  would  be  a  more  normal  interest  rate  alignment. 

There  are  more  technical  reasons  to  suggest  the  added  Federal  debt  can  poten- 
tially be  "shoehorned"  into  the  market  reasonably  smoothly.  Specifically  our 
analyses  do  not  bear  out  predictions  that  we  will  inevitably  need  to  draw  out 
large  volumes  of  individual  money  to  accomplish  the  job. 

Given  the  slack  in  the  economy  a  relatively  strong  expansion  in  bank  credit 
and  the  money  supply  should  be  both  desirable  and  anticipated.  With  corporate 
liquidity  more  comfortable  we  anticipate  much  more  of  that  credit  base  can  and 
will  be  employed  in  Government  securities. 

Corporations  themselves  will  probably  be  in  a  position  to  resume  large-scale 
buying.  In  part  this  reflects  their  rising  liquidity.  The  concentrated  attention 
given  last  year  to  large  foreign  central  bank  purchases  of  governments  often 
ignored  the  fact  that  those  dollars  originally  came  from  the  United  States — 
importantly  from  corporations.  If  we  cannot  look  forward  to  renewed  foreign 
buying — aiid  I  do  not — I  also  do  not  look  forward  to  the  related  drain  of  funds 
from  domestic  markets. 

We  also  anticipate  more  active  State  and  local  purchases.  Indeed,  to  the  extent 
revenue  sharing  adds  to  our  deficit  and  their  liquid  resources,  the  immediate 
impact  will  be  to  provide  an  offsetting  demand  for  our  securities. 

Altogether — and  allowing  for  Federal  Reserve  purchase.s — the  statistical  anal- 
ysis suggests  we  can  manage  equably  without  sizable  purchases  either  by  Individ- 
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uals  or  foreigners.  There  are  always  uncertainties  about  whether  in  practice  it 
works  out  so  smoothly.  Certainly  the  recurrent  scarcity  of  short-term  debt  in  the 
past  year  should  evaporate.  Stability  depends  critically  on  the  course  of  the 
economy  and  prices.  But,  in  the  light  of  the  facts  now  at  hand,  the  collective  mar- 
ket judgment  embodied  in  the  relative  stability  of  interest  rates  since  the 
budget  announcement  seems  to  me  fully  supportable. 

The  second  of  the  problems  I  mentioned  earlier,  refunding,  is  fortunately 
limited.  Our  quarterly  maturities  average  only  $4  billion  below  recent  years  and 
an  amount  that  in  itself  is  not  troublesome.  Consequently,  we  have  considerable 
flexibility  in  handling  those  requirements,  including  a  potential  for  combining 
refundings  with  cash  generating  operations  or  with  operations  to  improve  the 
debt  structure,  as  was  done  in  February. 

Neither  the  cash  raising  nor  the  refunding  problem  can  be  separated  from  the 
longer  range  problem  of  maintaining  a  reasonably  spaced  maturity  structure 
and  efficient  techniques  for  rolling  over  our  debt  with  minimal  disturbance.  The 
striking  innovation  in  debt  management  technique  recently  has  been  the  extension 
of  the  auction  process  beyond  the  bill  area.  I  cannot  claim  that  approach  has  yet 
been  fully  testetl  in  adversity.  But  I  can  say  it  has  met  or  surjiassed  every 
expectation  so  far,  to  the  advantage  of  the  Treasury  and  the  market.  I  am  con- 
fident it  will  pass  further  testing  with  larger  amounts  and  longer  maturities.  In 
the  process,  we  are  prepared  to  explore  further  variants  including  (as  the 
maturity  is  extended)  the  possibility  of  awarding  all  bids  at  the  stop-out  price  to 
encourage  wider  investor  participation. 

Perhaps  more  importantly,  we  are  considering  whether  the  successful  experience 
with  auctioning  offers  an  opportunity  to  routinize  or  regularize  the  handling  of 
more  of  our  debt,  as  we  have  done  for  many  years  in  the  bill  area.  Against  the 
day  when  truly  long-term  financing  may  again  be  appropriate,  we  should  also 
consider  the  wisdom  of  providing  more  notice  to  the  market  of  such  an  offering 
than  has  been  the  practice  in  the  past ;  there  are  advocates  of  repetitive  small 
sales  several  times  a  year  or  simply  longer  advance  notice  prior  to  a  more  sizable 
sale. 

These  are  matters  upon  which  we  want  and  need  more  advice  from  those  par- 
ticipating in  the  markets.  AVe  have  already  had  discu.ssion  with  our  regular 
advisory  groups.  They  have  prodded  our  own  thinking.  Without  attempting  final 
judgments  this  evening,  I  would  like  to  review  some  of  the  ideas  for  public 
discussion. 

The  regular  auction  of  Treasury  bills  is  often  pointed  to  as  a  model  for  the 
relatively  routine,  trouble-free  handling  of  substantial  blocks  of  securities.  Given 
the  substantial  cash  needs  ahead  of  us,  I  think  you  can  anticipate,  as  our  recent 
operations  suggest,  placement  of  more  debt  in  this  area.  As  we  do  so  we  want 
to  consider  the  desirability  of  phasing  out  the  9-mont.h  issue  in  favor  of  the  1-year 
maturity  and  perhaps  shifting  the  annual  issue  from  monthend  dates  into  a  52- 
week  i>attem.  In  considering  these  technical  possibilities  there  appears  to  be 
room  for  substantial  increases  in  the  bill  issue  without  overloading  the  supply 
going  to  private  holders.  The  increased  size  of  the  Federal  Reserve  portfolio  and 
large  foreign  holdings  have  actually  reduced  the  supply  of  bills  to  private  domes- 
tic buyers  over  the  last  2  years.  Relative  to  other  forms  of  short-term  debt,  the 
Treasury  bill  has  actually  been  declining  in  importance. 

More  basic  questions  arise  in  connection  with  extending  essentially  the  same 
technique  of  regular  auctions  to  longer  paper  of  2-  or  3-year,  or  even  longer, 
maturities.  In  contrast  to  building  up  the  present  concentration  of  note  and  bond 
maturities  at  quarterly  intervals,  to  be  handled  flexibly  at  the  Treasury's  discre- 
tion at  maturity,  it  is  contended  the  practice  of  more  frequent  but  also  more 
routine  rolling  over  of  relatively  short-term  notes  might :  Reduce  market  uncer- 
tainties and  adjustments  cau.'ied  by  large  intermittent  financing  operations; 
create  sustained  and  broadened  buyer  interest  through  greater  assurance  as  to 
the  future  availability  of  securities  of  a  given  type :  and  reduce  the  periods  when 
the  Federal  Resen'e  may  feel  constrained  from  major  ix)licy  changes  by  the  fact 
the  Treasury  is  approaching,  in,  or  just  completing  a  major  refunding. 

Obviously  many  technical  questions  arise  as  part  of  any  such  judgment. 

Should  the  new  maturities  be  montlily  or  quarterly? 

How  large  should  the  issues  be? 

Should  the  auction  technique  be  changed  ? 

How  can  the  needs  of  the  less  sophisticated  investors  who  may  not  wish  to 
engage  in  frequent  auctions  be  accommodated? 
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Further  steps  toward  regularization  could  potentially  be  made  through  a  com- 
mitment regularly  to  refimd  present  quarterly  maturities  into  prespecified  areas 
of  the  market.  As  I  suggested  a  moment  ago,  we  could  also  extend  the  logic  to 
the  regular  sale  of  small  issues  of  long-term  bonds. 

But  when  I  press  the  logic  of  that  approach  to  its  extreme  some  of  the  draw- 
backs are  obvious.  Regularization  and  routinization  are  nice  sounding  words ; 
straitjacket  and  rigidity  are  not. 

From  where  I  sit  I  cannot  help  but  be  conscious  of  the  number  of  times  in 
which  particular  market  or  economic  objectives  may  influence  the  Treasury's 
thinking  as  to  the  form  of  a  particular  financing.  I  need  look  back  no  further 
than  the  past  few  weeks.  For  some  time  in  our  tentative  planning  we  had 
felt  the  logic  of  our  cash  and  debt  management  needs  suggested  the  desirability 
of  offering  a  short-  or  medium-term  note  late  in  February  or  early  in  March.  When 
the  time  came  to  raise  the  money,  however,  a  different  logic  prevailed. 

Meeting  our  near-term  cash  needs  through  a  sizable  offering  of  bills,  tailored 
precisely  to  fit  within  the  remaining  leeway  under  the  debt  limit,  was  in  accord 
with  both  our  international  and  domestic  market  objectives.  Specifically,  the 
immediate  impact  of  the  offering  could  more  appropriately  come  in  the  short  bill 
area,  where  rates  relatively  were  quite  low,  than  in  an  area  that  might  risk  inter- 
fering with  a  welcome  firming  tendency  in  the  note  and  bill  markets. 

Of  course  there  are  potential  pitfalls  in  the  exercise  of  this  type  of  flexibility. 
The  discipline  of  regularization  and  future  commitments  may  be  needed,  some 
would  argue,  to  meet  the  longer  range  objectives  of  debt  management  by  offering 
protection  against  what  in  retrospect  might  sometimes  appear  to  be  "taking 
the  easy  way  out." 

You  will  not  expect  me  to  confess  to  personal  sins  in  that  respect!  I  would 
contend  the  progress  toward  redeveloping  the  market  in  the  10-  to  15-year  area 
and  the  persistence  of  longer  term  options  on  our  regular  refunding  operations 
speaks  for  itself.  At  the  same  time  I  would  concede  there  is  a  recurrent  tension 
between  longer  range  debt  management  objectives  and  the  desire  to  tailor  each 
operation  to  fit  the  economic  circumstances  of  the  moment.  The  proper  balance 
between  a  relatively  routine  scheduling  of  debt  operations  to  meet  continuing 
objectives  and  the  desirability  of  retaining  adequate  short-term  flexibility  in  the 
hands  of  the  Treasury  can  and  should  be  reexamined. 

Finally,  a  few  words  on  the  problem  of  the  really  long-term  bond  market.  It 
seems  to  me  that,  looking  down  the  road,  the  Treasury  will  want  to  have  con- 
tinuing contact  with  that  area  of  the  market.  In  my  judgment  this  is  not  primarily 
a  matter  of  achieving  some  target  average  maturity  or  even  of  proper  maturity 
spacing.  More  importantly,  we  should  retain  the  potential  for  directly  influencing 
that  market,  however  infrequently  we  wish  to  use  our  influence.  To  accomplish 
this  purpose  at  least  a  minimum  number  of  readily  tradeable  issues  are  probably 
necessary. 

In  concept,  the  task  of  reestablishing  such  a  market  does  not  look  forbidding. 
After  all.  in  the  last  3  years  alone  private  and  State  and  local  borrowers  have 
raised  some  $135  billion  in  the  capital  markets.  The  purjwses  I  have  in  mind  could 
be  accomplished  with  only  a  relatively  tiny  fraction  of  that  flow. 

The  practical  diflBculty  is  the  familiar  cliche :  No  time  seems  to  be  a  good  time 
for  offering  long-term  Treasury  securities — either  rates  are  too  high  or  there 
is  a  desire  to  maximize  the  flow  of  funds  to  other  borrowers.  Today  we  have  some 
of  both.  So  here  too  is  an  area  where  we  would  invite  your  thinking  and  your 
reactions  in  shaping  our  longer  term  program. 

Before  concluding  I  do  want  to  say  a  few  word"?  about  the  hottest  new  item  in 
thinking  about  debt  management  in  Washington  these  days. 

As  I  indicated  at  the  start,  the  coordination  and  control  of  the  market  bor- 
rowing activities  of  the  numerous  Federal  and  federally  sponsored  agencies  has 
become  both  more  important  and  more  difficult.  As  these  agencies  have  prolifer- 
ated in  number  and  scope,  some  Federal  activity  in  the  securities  markets  is 
occurring  on  roughly  every  2  out  of  3  business  days.  The  aggregate  volume  of 
funds  absorbed  by  these  agencies  is  about  as  large  as  the  Federal  deficit,  even 
in  this  period  of  swollen  deficits. 

We  have  proposed  legi.'*lation  in  the  form  of  the  Federal  Financing  Bank  Act 
to  help  brinsr  order  out  of  the  actual  and  potential  confusion  and  congestion  in 
the  Federal  agency  markets.  The  legislation  has  three  main  purposes: 

First,  the  bill  would  establish  a  new  financing  vehicle,  the  Federal  financing 
bank,  which  would  consolidate  the  financing  of  a  number  of  Federal  programs 
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which  are  now  financed  indhidually  in  the  private  securities  market.  By  reduc- 
ing the  number  and  tji)es  of  separate  issues  we  will  achieve  a  substantial  savings 
in  borrowing  costs. 

Second,  the  bill  would  provide  for  better  coordination  by  the  Secretary  of  the 
Treasury  of  Federal  agency  financing  plans  consistent  with  better  satisfaction 
of  their  requirements.  This  will  be  achieved  by  assuring  early  focus  on  the 
market  financing  requirements  for  Federal  programs  and  then,  in  many  cases, 
substituting  the  broader  and  more  efficient  financing  potential  of  the  financing 
bank  for  the  market  entry  of  individual  agencies.  Better  overall  coordination  will 
be  possible  of  the  market  borrowings  by  the  Treasury,  the  Federal  financing 
bank,  and  those  federally  assistetl  borrowings  not  financed  directly  through  the 
bank. 

Third,  the  bill  would  provide  for  submission  to  the  President  of  budget  plans 
for  loan  guarantee  programs.  This  will  assure  more  effective  coordination  of 
loan  guarantee  programs  with  other  Federal  programs  and  with  overall  economic 
and  financial  policies. 

In  preparing  the  Federal  financing  bank  legislation  for  submission  to  Congress 
and  subsequently,  we  have  had  extensive  discussions  with  the  various  Federal 
agencies  involved,  with  public  interest  groups  representing  State  and  local  gov- 
ernmental authorities,  and  with  various  associations  representing  industry,  bank- 
ing, and  the  securities  industry.  We  are  gratified  by  the  degree  of  support  among 
those  in  the  financial  community  dealing  with  the  problem  on  a  daily  basis.  In- 
deed we  find  few  opposed  to  the  basic  concept  in  or  out  of  Government. 

Quite  naturally  there  are  those  who  while  welcoming  the  concept  in  general 
would  beg  out  for  themselves  on  grounds  that  their  case  is  "special."  Of  course, 
it  is  precisely  the  proliferation  of  special  cases  that  makes  the  problem !  There 
are  also  some  specific  areas  of  concern  which  reflect  lack  of  full  understanding 
and,  therefore,  warrant  comment. 

First,  the  Federal  financing  bank  is  a  financing  vehicle  only.  The  bank  will  not 
add  to  or  subtract  from  existing  Federal  credit  programs.  It  would  simply  exist 
to  facilitate  the  financing  of  the  programs  which  Congress  has  created  or  will 
create  in  the  future. 

The  bank  is  not  a  device  to  remove  programs  from  the  Federal  budget.  It  does 
not  affect  the  existing  budget  treatment  of  Federal  credit  programs. 

The  Federal  financing  bank  in  no  way  infringes  on  the  prerogatives  of  State 
and  local  governments  in  their  access  to  the  tax-exempt  municipal  bond  market; 
it  is  not  an  IJrbank.  The  financing  bank  will  acquire  securities  only  in  instances 
where  the  Federal  Government  is  otherwise  involved  through  guarantees  or 
other  forms  of  financial  backstopping.  Some  tax-exempt  issues  such  as  Public 
Housing  Authority  and  Urban  Renewal  Authority  obligations  do  fall  into  that 
category.  By  removing  this  source  of  pressure  on  the  municipal  bond  market, 
State  and  local  borrowers  should  find  a  more  receptive  market  for  their  other 
issues. 

We  are  strongly  convinced  that  enactment  of  the  Federal  Financing  Bank  Act 
will  substantially  improve  the  efficiency  with  which  the  Government's  borrow- 
ing is  accomplished  without  any  significant  detrimental  effect  on  other  securities 
markets  or  on  the  way  the  securities  industry  serves  its  basic  function  of  mobiliz- 
ing capital.  Our  principal  opponent,  particularly  in  a  year  in  which  the  Congress 
is  easily  distracted  by  issues  with  more  political  appeal,  is  apathy.  To  overcome 
that  we  will  need  the  support  of  all  of  those  professionally  concerned  with  the 
problem  of  Government  finance. 

I  make  this  "pitch"  to  you  with  no  apologies.  The  concern  of  the  Money  Mar- 
keteers with  economic  policy  and  the  problems  of  Government  finance  is  well 
established. 

Indeed  there  is  no  group  that  has  more  successfully  combined  business  and 
education  through  the  years  with  the  pleasures  of  professional  companionship. 
Thank  you  for  having  me. 

Exhibit  32. — Remarks  by  Special  Assistant  to  the  Secretary  Adams,  Janu- 
ary 27,  1972,  before  the  U.S.  savings  bonds  campaign  meeting  on  the  savings 
bonds  program 

Some  of  you  may  have  wondered  just  where  savings  bonds  fit  into  our  economic 
picture,  in  light  of  the  Government's  new  economic  policies  and  our  desire  to  stim- 
ulate consumer  spending  for  goods  and  services. 
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To  get  at  the  answer  to  that  question  let's  look  briefly  at  the  new  economic 
policy,  its  objectives,  and  at  our  progress  since  August  15  in  meeting  these  objec- 
tives. 

The  President,  as  we  all  know,  announced  a  new  set  of  economic  initiatives  on 
August  15  which  have  as  basic  objectives  :  ( 1 )  Breaking  the  back  of  inflation  and 
inflationary  expectations,  (2)  creating  jobs  and  promoting  longer  run  economic 
expansion,  and  (3)  balancing  our  international  accounts  and  restructuring  the 
international  monetary  system.  To  accomplish  these  objectives  the  President  took 
steps  both  domestically  and  on  the  international  side. 

Here  at  home  we  had  the  price-wage  freeze,  which  has  to  be  recognized  as  a 
resounding  success.  It  virtually  stopped  inflation  during  the  freeze  period  and 
restored  confidence  in  the  economy.  It  also  gave  the  administration  time  to  for- 
mulate the  longer  run  economic  stabilization  plan  which  is  Phase  II.  I  am  con- 
fident that  the  system  of  w^age-price  restraint  that  has  been  developed  will  in  the 
months  ahead  prove  to  be  a  meaningful  anti-inflation  program  that  will  work 
without  unduly  restraining  economic  expansion. 

In  order  to  further  the  second  objective  of  the  new  economic  policy  which  is 
to  create  jobs  and  promote  long-run  economic  growth,  the  Government  has 
enacted  a  comprehensive  tax  program  designed  to  stimulate  the  economy  through 
business  and  personal  tax  cuts.  We  can  expect  these  important  tax  changes  to 
have  a  major  beneficial  effect  on  economic  activities  in  the  months  and  years 
ahead. 

On  the  international  side,  the  suspension  of  gold  convertibility  and  the  10- 
percent  surcharge  on  imports  was  intended  to  create  a  climate  in  which  basic 
changes  can  be  negotiated  in  international  monetary  and  trading  relationships 
which  will  put  the  United  States  in  a  much  improved  competitive  position  in 
world  markets  and  make  overall  balance  in  our  international  accounts  possible. 
The  December  18  Smithsonian  accord  goes  a  long  way  toward  allowing  us  to 
meet  these  objectives.  Serious  negotiations  in  the  trade  area  are  in  progress. 
But  it  is  evident  that  some  broad  international  agreements  have  emerged  that 
should  make  progress  toward  a  solution  of  international  monetary  and  trade 
problems  possible  in  the  near  future. 

Now,  against  this  background  of  positive  action  to  improve  our  economic 
well-being,  how  is  the  economy  doing?  I  think  it  is  safe  to  say  almost  all  of  the 
recent  economic  developments  are  encouraging  as  we  look  ahead  into  1972  and 
beyond.  In  fact,  the  U.S.  economy  is  now  taking  on  a  bright  new  look.  Some 
specific  items : 

On  inflation,  both  wholesale  and  consumer  price  indexes  since  August  show  a 
clear  curbing  of  the  inflationary  momentum  that  existed  this  year.  This  is  true 
despite  jumps  in  these  indexes  in  December  following  the  lifting  of  the  freeze. 
As  a  matter  of  fact,  the  GNP  deflator  rose  at  only  a  1.5-percent  annual  rate 
in  the  fourth  quarter  while  wholesale  prices  rose  at  a  0.3-percent  annual  rate 
and  consumer  prices  at  a  2.3-percent  annual  rate. 

Real  GNP  is  showing  broad-based  strength,  rising  at  an  annual  rate  of  6.1 
percent  in  the  quarter  ending  December  31. 

Durable  goods  orders  are  growing,  particularly  producers'  capital  goods.  The 
improvement  here  is  supported  by  the  latest  Commerce-SEC  survey  of  plant 
and  equipment  expenditures  which  suggests  a  rise  in  these  outlays  of  10  percent 
or  more  in  1972. 

Retail  sales  are  strong.  Excluding  automobiles,  retail  sales  in  December  were 
5  percent  higher  than  a  year  ago.  With  inflation  slowing,  much  more  of  these 
sales  gains  are  now  real  gains,  rather  than  simply  a  reflection  of  higher  prices. 

We  also  have  areas  of  continuing  strength  in  housing,  which  is  setting  records 
this  year.  In  addition,  expenditures  for  new  construction  increased  about  15 
percent  and  were  at  an  all  time  high  in  1971. 

All  of  this  points  to  a  year  of  strong  economic  growth  in  1972,  accompnnied 
by  reduced  rates  of  inflation  and  unemployment  as  real  output  and  productivity 
accelerate  and  the  Government's  program  of  wage-price  restraint  operates 
effectively. 

In  this  environment  of  improving  economic  conditions  I  can  say.  without 
equivocation,  that  the  savings  bonds  program  will  continue  under  the  new  eco- 
nomic plan  to  fill  an  important  role.  Those  who  buy  savings  bonds  regularly, 
systematically,  will  benefit  as  always  from  the  family  security  derived  from 
the  payroll  savings  plan.  By  the  .same  token,  the  Government,  and  the  Nation 
at  large,  will  gain  from  an  ongoing  flow  of  these  stable,  noninflationary  savings 
funds. 
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Thrift  is  still  a  virtue,  a  habit  which  sometimes  takes  a  long  time  to  form  and 
certainly  a  habit  which  needs  constant  encouragement.  The  payroll  savings  plan 
has  for  years  performed  a  valuable  service  in  making  it  easy  for  our  citizens 
to  put  aside  small  sums  on  a  regular  basis  for  emergency  needs  and  future 
opportunities.  For  the  self-employed,  the  professional  man  and  woman,  the  bond- 
a-month  plan  has  been  a  beneficial  program. 

It  would  be  unfortiniate  and  unnecessary  to  reduce  our  effort.s  in  the  promo- 
tion of  savings  bonds  sales — even  temporarily.  We  do  not  wish  to  see  the  habit 
of  thrift  diminished.  We  do  not  desire  a  reduction  in  this  sound  source  of  funds 
to  the  Treasury. 

As  of  December  31,  the  cash  value  of  E  and  H  bonds  outstanding  amounted  to 
$54.3  billion.  With  the  inclusion  of  Freedom  Shares  which  were  withdrawn  from 
sale  on  July  1, 1970,  holdings  total  .$54.9  billion,  an  alltime  peak. 

This  is  a  huge  sum  of  money  in  the  hands  of  tens  of  millions  of  Americans  who 
now  own  savings  bonds.  It  represents  22  percent  of  the  privately  held  portion 
of  the  public  debt. 

But  the  importance  of  savings  bonds  in  terms  of  managing  the  national  debt 
is  not  fully  reflected  in  this  single  fraction,  significant  though  it  is.  The  fact  is 
that  savings  bonds  today,  even  with  their  shorter  initial  maturities,  constitute 
a  very  stable  portion  of  the  Government  debt. 

Because  of  the  4i/4-ix'rcent  interest  rate  ceiling  on  Government  lK)nds  that 
dates  from  World  War  I,  the  Treasury  had  from  1965  until  this  year  been  pre- 
vented from  issuing  any  securities  of  more  than  7  years  to  maturity.  We  now 
have  $10  billion  of  authority  from  Congress  to  issue  bonds  longer  than  7  years 
without  regard  to  the  414-percent  ceiling.  Nevertheless,  this  authority  will  be 
used  gradually  and  savings  bonds  will  remain  important  in  the  overall  structure 
of  the  Treasury's  debt. 

Thus  it  is  not  difllicult  to  understand  why  we  are  concerned  that  we  continue 
to  be  able  to  count  on  a  .solid  base  of  funds  provided  to  the  Government  in  the 
form  of  savings  bonds  dollars.  On  the  basis  of  past  experience,  we  can  predict  that 
the  savings  bonds  sold  today,  on  the  average,  will  not  be  redeemed  for  5%  years, 
which  is  considerably  longer  than  the  average  maturity  of  our  marketable 
issues. 

This  may  sound  a  bit  strange  since  one  hears  so  often  that  savings  bonds  are 
cashed  in  practically  as  soon  as  they  are  bought.  It  is  true  that  there  are  those 
who  turn  them  in  after  the  minimum  waiting  period,  and  early  redemptions  are 
a  problem.  But  by  and  large  our  buyers  hold  onto  their  savings  bonds.  Every 
analysis  we  have  made  shows  that  in  comparison  with  deposits  at  commercial 
banks,  savings  and  loan  associations,  and  mutual  savings  banks.  i)eople  hold  their 
savings  bonds. 

We  no  longer  need  to  apologize  for  the  savings  bonds  interest  level.  Savings 
bonds  now  earn  5%  i>ercent  when  held  to  maturity.  This  is  a  good  return,  a  sound 
return,  a  guaranteed  return. 

From  the  beginning  of  the  savings  bonds  program,  the  industry-oriented  pay- 
roll savings  plan  has  been  the  backbone  of  the  program.  Today  more  than  40,000 
companies,  large  and  small,  operate  the  nlan  and  the  snvines  bonds  purchased  by 
their  employees  account  for  more  than  two-thirds  of  total  sales. 

The  U.S.  Industrial  Payroll  Savings  Committee,  with  the  support  of  organized 
labor  and  the  vast  army  of  savings  bonds  volunteers,  has  accompli.shed  a  for- 
midable task  in  promoting  the  sales  of  E  bonds.  The  1972  committee  has  taken 
on  a  challenge  just  as  formidable.  We  are  confident  that  it  too  will  not  only 
meet,  but  exceed  its  goal. 

Those  of  you  who  are  spearheading  our  1972  campaign  are  selling  a  product 
that  is  tried  and  true — one  that  is  good  for  the  Nation  and  good  for  each  of  us 
as  individuals.  

Exhibit  33.— Remarks  by  Special  Assistant  to  the  Secretary  Adams.  March  8, 
1972,  before  the  Conference  of  the  Mid-Continental  District  Securities  In- 
dustry Association  on  Federal  debt  management 

It  is  a  pleasure  to  be  here  in  Chicago  today  at  this  conference  of  the  Mid- 
Continental  group  of  the  Securities  Indu.stry  Association. 

By  way  of  background,  I  might  explain  that  the  Treasury  Special  A.ssistant  for 
Debt  Management  works  in  the  area  of  planni,ng  the  Treasury's  financing  opera- 
tions and  works  also  with  various  Fe<leral  agencies  in  coordinating  their  market 
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borrowing  activities.  I  came  to  the  Treasury  about  9  months  ago  from  commercial 
banking  wliere  I  had  been  managing  a  bank  bond  portfolio.  A  move  of  this  sort 
is  something  like  moving  to  the  other  side  of  the  same  counter.  As  bankers  we 
were  always  trying  to  figure  out  what  the  Treasury  and  the  Federal  Reserve  were 
going  to  do  that  would  affect  the  bond  market,  and  at  the  Treasury  we  are  trying 
to  guess  what  the  banks  will  do  about  buying  Treasury  issues.  Of  course  what  we 
at  Treasury  call  debt  management  the  banks  have  developed  a  euphemisim  for. 
They  call  the  management  of  their  debts  liability  management.  AfayJe  tb^^fs  what 
we  should  call  it  in  Government — liability  management  somehow  has  a  little  nicer 
ring  to  it. 

In  any  case,  we  do  have  a  Federal  debt  to  manage — about  $426  billion  of  it  now 
and  it's  heading  higher,  as  you  have  no  doubt  seen  with  the  unified  budget  deficit 
for  this  fiscal  year  projected  at  $38.8  billion  and  for  1973  a  further  deficit  of 
$25.5  billion.  We  are  not  happy  about  the  need  for  deficits  of  this  size.  But  this  is 
one  of  these  bad  news/good  news  situations.  The  bad  news  is,  of  course,  the  abso- 
lute size  of  the  projected  deficits  which  rubs  against  the  grain  of  our  traditional 
ways  of  thinking  about  fiscal  policy.  The  good  news,  on  the  other  hand,  is  that 
these  deficits  will  provide  a  needed  economic  stimulus  and  that  the  deficits  are 
manageable  in  the  sense  that  financing  them  will  not  impinge  on  an  already  over- 
burdened money  and  capital  market. 

In  talking  about  Federal  debt  management  today,  I  would  like  to  say  some- 
thing further  on  this  matter  of  the  budget,  then  to  talk  about  the  debt  manage- 
ment aspects  of  these  deficits,  and  finally  to  cover  briefly  the  matter  of  the 
financing  of  Federal  agency  and  federally  guaranteed  borrowings.  This  last  item 
involves  the  administration's  proposal  to  create  a  Federal  financing  bank. 

Now  on  the  Federal  deficits  for  fiscal  years  1972  and  197.S.  there  i«  no  ques- 
tion that  the  budget  nimibers  that  were  released  in  late  January  caused  con- 
cern in  the  financial  markets.  The  concern  stemmed  from  a  widespread  feeling 
that:  (1)  Deficits  of  this  size  are  in  and  of  themselves  going  to  intensify  our 
inflation,  and  (2)  that  at  the  very  least  financing  these  deficits  will  have  the 
effect  of  driving  up  interest  rates.  Both  of  these  assumptions  are  worthy  of  a 
further  examination. 

Budget  deficits  or  budget  surpluses  are  just  one  of  a  number  of  forces  at  w^rk 
in  the  economy  at  any  given  time.  There  are  usually  more  important  fundamen- 
tals affecting  prices  and  interest  rates,  and  the  budget  has  to  be  viewed  in  the 
context  of  underlying  economic  conditions.  Looking  at  the  history  of  our  Federal 
budgets,  you  discover  that  there  is  no  reason  to  conclude  that  budget  deficits 
automatically  lead  to  inflation  and  escalating  interest  rates  or,  for  that  matter, 
that  surpluses  mean  low  interest  rates  and  less  inflation.  In  looking  at  the  rec- 
ord what  stands  out  is  the  fact  that  our  major  inflations  in  the  United  States  are 
associated  with  wars  and  that  peak  interest  rate  levels  are  related  to  our  in- 
flations. As  far  as  budget  deficits  or  surpluses  in  and  of  themselves  are  con- 
cerned, there  is  no  one-to-one  relationship  between  them  and  inflation  and 
money  rates. 

Taking  the  last  20  years  or  so,  we  ran  surpluses  during  two  out  of  the  three 
Korean  war  years  and  nevertheless  had  a  sharp  inflation  and  substantial  in- 
creases in  interest  rates.  A  recession  followed  the  Korean  war  in  1953-54  and 
inflation  and  interest  rates  subsided  despite  a  large  budget  deficit  in  fiscal  year 
1954.  As  the  economy  expanded  in  1955-57,  a  sharp  rise  in  prices  and  interest 
rates  occurred  even  though  the  Government  ran  sizable  surpluses  during  most  of 
the  period. 

In  all  but  one  of  the  eight  fiscal  years,  1958  through  1965,  Federal  deficits  were 
incurred.  These  years  were  characterized  by  the  existence  of  unutilized  re- 
sources and  unsatisfactory  levels  of  unemployment.  Inflation  was  virtually  dor- 
mant-, and  interest  rates  after  1959  were  remarkably  stable. 

More  recently,  the  1965-69  period  was  a  time  of  inflationary  boom — -again 
associated  with  war.  Inflation  and  interest  rate  levels  became  intolerable.  Here 
in  this  superheatied  climate  very  large  deficits  did  indeed  aggra\iate  the  inflation 
and  the  rise  in  interest  rates  of  the  late  1960's. 

This  quick  review  of  recent  history  suggests  clearly,  I  think,  that  it  is  one 
thing  to  run  a  large  deficit  in  an  overheated,  full  employment  economy  like  fiscal 
year  1968  but  quite  a  different  proposition  in  the  pre.«ent  environment  when  we 
are  moving  in  transition  from  war  to  peace  and  when  fiscal  .stimulation  is  needed 
to  speed  the  transition. 

Now  to  put  the  fiscal  years  1972  and  1973  budgets  in  their  proper  context,  we 
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have  to  look  at  our  economic  objectives  and  our  current  progress  toward  these 
objectives.  Our  objectives  are  as  the  President  stated  them  last  August:  (1)  To 
break  the  back  of  inflation,  (2)  to  promote  sustainable  economic  growth,  (3)  to 
create  jobs  and  reduce  unemployment,  and  (4)  to  work  toward  restructuring 
the  international  monetary  system. 

The  steps  already  taken  in  furtherance  of  these  objectives  are  well  known :  A 
major  reduction  in  personal  and  business  income  taxes,  an  automobile  excise  tax 
cut,  an  international  currency  realignment,  and  a  coherent  wage-price  stabiliza- 
tion program  which  we  know  as  Phase  II. 

These  steps  are  producing  good  results,  evidenced  by  a  real  growth  rate  in  the 
economy  of  nearly  6  percent  in  the  last  quarter  of  1971.  Further  substantial  gains 
in  economic  activity  are  occurring  so  far  this  year.  However,  we  must  sustain 
this  developing  business  exi)ansion.  The  Federal  budget  in  fiscal  years  1972  and 
1973  will  act  to  reinforce  the  major  economic  policy  initiatives  taken  in  recent 
months. 

In  summary,  we  regard  the  budgets  for  fiscal  1972  and  1973  as  appropriate 
stimulants  for  the  economy.  We  do  not  regard  these  budgets  as  inherently  in- 
fiationary  nor  do  we  believe  that  financing  these  deficits  will  produce  a  major 
escalation  in  interest  rates. 

All  of  this  is  not  to  say,  however,  that  we  do  not  have  a  large  financing  job 
ahead  of  us  over  at  least  the  rest  of  this  year.  The  new  budget  figures  put  a 
greater  emphasis  on  debt  management. 

Based  on  our  projections  for  the  weeks  ahead,  our  remaining  gross  market 
borrowing  requirements  through  April  will  be  about  $5.4  billion,  including  $2.4 
billion  to  be  raised  via  continued  $300  million  weekly  additions  to  the  bill 
auctions.  Our  May  and  June  requirements  will  depend  on  actual  budget  develop- 
ments but  will  be  fairly  large  in  any  case.  The  period  we  are  in  now,  j\Iarch-June. 
is  where  the  unusual  Treasury  borrowing  pressures  on  the  market  will  occur. 
Xonnally  in  the  first  half  of  the  calendar  year,  the  Treasury  retires  some  debt 
out  of  seasonally  heavy  tax  collections  but  this  will  not  be  the  case  this  year. 
Fortunately,  these  unusual  borrowing  requirements  will  not  be  impinging  on 
already  overloaded  credit  markets.  The  present  relatively  low  short-term  rate 
structure  indicates  a  substantial  capacity  to  accommodate  the  Treasury.  It  re- 
flects the  low  level  of  credit  demand  in  the  private  sector,  the  substantial  foreign 
purchases  of  short-tenn  Treasury  securities  in  recent  months,  and  an  accom- 
modative monetary  policy.  These  conditions  are  generally  expected  to  persist  at 
least  until  the  present  business  expansion  has  progressed  far  enough  to  absorb 
a  significant  portion  of  the  unutilized  re.sources  existing  in  the  economy. 

Moving  into  the  first  half  of  fiscal  year  1973,  we  will  continue  to  be  active 
borrowers  in  the  capital  markets  as  we  finance  the  seasonally  heavy  portion  of 
the  deficit  for  the  fi.scal  year.  However,  the  size  of  the  financing  job  durinsr  that 
period  will  be  more  in  line  with  that  of  previous  years,  and  as  such,  it  will  be 
seasonally  heavy  but  not  extraordinarily  so. 

In  addition  to  the  cash  raising  job  ahead  of  us,  we  have  three  quarterly  re- 
funding operations  in  the  balance  of  the  year.  We  are  fortunate  that  the  size  of 
these  operations  is  not  large.  Securities  that  will  have  to  be  refunr^ed  this  year 
total  $12.2  billion  privately  held  or  about  $4  billion  per  quarter.  These  amoimts 
are  quite  manageable  and  should  cause  no  special  difficulty. 

In  our  cash  financing  and  refunding  operations  this  year,  we  do  have  to  recog- 
nize and  deal  with  the  problem  of  debt  structure.  In  recent  years,  our  deficits 
and  our  inability  to  sell  Treasury  securities  beyond  7  years  becaui^e  of  the  41/4- 
percent  interest  rate  ceiling  have  resulted  in  a  substantial  decline  in  the  average 
length  of  the  privately  held  debt.  In  mid-lOfJS,  the  average  length  was  5  years 
9  months  and  it  is  now  3  years  3  months.  This  is  not  as  alarming  as  it  may  seem 
since  during  the  past  Cy,  .vears  the  privately  held  marketal)le  debt  has  incren.sed 
very  little  as  the  Federal  Reserve  and  the  various  Government  accounts  on 
balance  have  acqxiired  most  of  the  new  Troa.'^ury  issues.  So  the  debt  structure 
problem  is  really  that  of  avoiding  having  big,  imwieldy  maturities  coming  due  at 
any  one  time.  With  our  quarterly  maturities  this  year  fairly  lisht,  we  should 
find  it  i)osslble  to  couple  our  regular  refunding  operations  with  other  operations 
de.'^igned  to  relievo  congestion  in  specific  maturity  areas  and  to  accomplish  some 
lengthening  into  the  10-year  and  longer  area. 

The  reception  of  the  advance  refiinding  of  the  February  and  IVIny  1974  maturi- 
ties and  the  size  of  the  exchange  into  10-year  obligations  suggests  that  the  market 
is  receptive  to  moderate-sized  issues  of  longer  term  Treasuries  now  that  we  have 
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authority  to  issue  a  limited  amount  of  bonds  without  regard  to  the  4%-percent 
interest  rate  ceiling. 

Witli  the  large  financing  requirements  arising  from  our  deficits,  there  is  con- 
siderable thought  among  Government  securities  market  participants  from  whom 
we  have  received  helpful  advice  that  our  financing  operations  should  become 
more  regularized  and  routine  in  the  manner,  for  example,  of  our  weekly  Treasury 
bill  auctions. 

The  main  arguments  in  favor  of  this  are  said  to  be  :  (1)  It  would  reduce  market 
disturbances,  (2)  it  would  remove  an  element  of  uncertainty  from  the  market, 
and  (3)  it  would  reduce  the  need  of  the  Federal  Reserve  to  act  in  special  ways 
to  accommodate  Treasury  financings.  In  other  words,  it  would  reduce  the  need 
for  "even  keel." 

Offsetting  the  advantages  of  regularizing  debt  management,  however,  is  a  result- 
ing loss  of  flexibility.  To  debt  managers  it  is  not  so  clear  that  automatic  and 
inflexible  procedures  are  completely  desirable.  Flexibility  is  needed  to  permit 
taking  advantage  of  market  demands  in  specific  maturity  areas  or  conversely 
to  avoid  putting  undesirable  pressure  on  unreceptive  market  sectors.  Our  recent 
offering  of  short-term  bills  is  a  case  in  point.  Here  market  demand  as  evidenced 
by  relative  interest  rate  levels  was  strongest  in  the  short-term  sector  of  the 
market.  At  the  same  time,  it  was  also  desirable  to  minimize  pressures  in  the 
intermediate  and  longer  term  market.  The  short-market  therefore  represented, 
the  best  opportunity. 

As  a  practical  matter  in  financing  our  large  budget  deficits  during  the  months 
ahead,  we  will  almost  automatically  be  tending  to  regularize  more  of  our  debt. 
This  is  because  a  substantial  portion  of  the  deficit  will  be  financed  in  the  short- 
term  market  simply  because  this  is  where  the  greatest  absorptive  capacity  is.  To 
the  extent  that  we  sell  bills,  which  will  be  routinely  rolled  over,  we  are  moving 
in  the  direction  of  automating  debt  management.  We  may  further  this  tendency 
by  issuing  short-term  securities  other  than  bills  on  a  regular  basis  because  we 
recognize  that  in  present  circumstances  some  degree  of  regularization  has  merit. 
At  the  same  time,  however,  we  will  wish  to  retain  flexibility  in  handling  our 
quarterly  refundings  and  in  interim  cash  raising  operations  in  intermediate 
and  longer  term  maturities. 

Now  there  is  one  other  new  item  in  debt  management  which  I  would  like  to  dis" 
cuss  and  that  is  the  administration's  proposal  to  improve  the  borrowing  efliciency 
of  the  Federal  agencies  through  the  proposed  Federal  Financing  Bank  Act  of 
1972.  This  pending  legislation,  as  many  of  you  know,  has  three  main  features : 

First,  the  bill  would  establish  a  new  financing  vehicle,  the  Federal  financing 
bank,  which  would  consolidate  the  financing  of  a  number  of  Federal  programs 
which  are  now  financed  individually  in  the  private  securities  market.  By  reduc- 
ing the  number  and  types  of  separate  issues  we  will  achieve  a  sub.stantial  savings 
in  borrowing  costs. 

Second,  the  bill  would  provide  for  coordination  by  the  Secretary  of  the  Treasury 
of  Federal  agency  financing  plans.  This  will  assure  early  focus  on  the  market 
financing  requirements  for  Federal  programs  and  better  overall  coordination  of 
the  market  borrowings  by  the  Treasury,  the  Federal  financing  bank,  and  those 
federally  assisted  borrowings  not  financed  through  the  bank. 

Third,  the  bill  would  provide  for  submission  to  the  President  of  budget  plans 
for  loan  guarantee  programs.  These  programs  would  continue  to  be  excluded 
from  the  Federal  budget  totals,  but  the  President  would  be  permitted  to  place 
limits  on  them  when  necessary  in  view  of  overall  fiscal  requirements  and 
demands  for  credit.  This  will  assure  more  effective  coordination  of  loan  guarantee 
programs  with  other  Federal  programs  and  with  overall  economic  and  financial 
policies. 

I  won't  belabor  the  need  for  the  Federal  financing  bank.  I  know  this  audience 
is  well  aware  of  the  Federal  debt  management  problems  arising  from  the  current 
fragmentary  approach  to  Federal  financing. 

During  the  course  of  our  discussions  of  the  Federal  financing  bank  with  the 
various  agencies  involved,  with  public  interest  groups,  and  with  capital  market 
participants,  considerable  support  for  the  legislation  has  developed.  Most  people 
agree  that  the  economical  financing  of  the  Government's  activities  and  programs 
is  clearly  in  the  public  interest.  However,  there  are  some  specific  areas  of  con- 
cern with  respect  to  this  legislation  which  have  come  up  and  which  warrant  em- 
phasis and  comment  here. 

The  bank  would  not  be  a  program  agency.  That  is,  it  would  neither  add  to  nor 
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subtract  from  existing  Federal  credit  assistance  programs.  The  bank  would  not 
be  authorized,  nor  would  the  Secretiiry  of  the  Treasury  l»e  authorized,  to  make 
any  judgments  with  respect  to  the  recipients  of  Federal  credit  aid.  The  bank  is 
designed  merely  to  improve  the  financing  of  programs  otherwise  authorized  by 
the  Congress. 

The  Federal  financing  bank  would  not  be  another  big  bureaucracy.  It  would 
rely  upon  the  existing  staff  and  facilities  of  the  Treasury  Department  and  the 
Federal  Resen'e  banks  in  its  borrowing  operations.  In  fact,  the  establishment  of 
the  bank  would  reduce  Federal  bureaucracy  since  it  would  eliminate  the  need  for 
establishing  new  financing  staffs  for  each  new  Federal  credit  program  or  agency. 

The  Federal  financing  bank  is  not  a  device  to  remove  programs  from  the  Fed- 
eral budget  nor  is  it  a  device  to  bring  programs  back  into  the  budget.  The  bank 
would  in  no  way  affect  the  existing  budget  treatment  of  Federal  credit  pro- 
grams. If  a  program  is  now  financed  outside  of  the  budget,  that  treatment  would 
continue.  If  a  program  is  now  financed  in  the  budget,  that  treatment  would  con- 
tinue. How  these  programs  should  actually  be  treated  in  the  budget  may  be  de- 
batable. But  that  debate  involves  more  than  just  financial  questions ;  it  goes  to 
the  heart  of  budget  policy  and  resource  allocation.  Pending  the  resolution  of 
these  broader  questions,  I  think  that  we  in  the  financial  community  have  a  re- 
sponsibility to  do  the  best  job  possible  in  the  financing  of  the  Government's 
programs. 

This  legislation  would  in  no  way  change  the  financing  of  those  federally  spon- 
sored agencies  which  are  now  completely  privately  owned  and  which  issue  obli- 
gations not  directly  guaranteed  by  the  Government.  Those  agencies,  namely 
FNMA  and  the  institutions  of  the  home  loan  bank  system  and  the  farm  credit 
system,  would  continue  their  present  practice  of  consulting  with  the  Secretary 
of  the  Treasury  and  borrowing  directly  in  the  private  market.  Those  agencies 
would  not  be  authorized  to  borrow  from  the  bank  but  would  undoubtedly  benefit 
from  this  legislation  because  the  Federal  financing  bank  would  reduce  the  num- 
ber of  names  and  competing  issues  in  the  agency  securities  market  and  would 
contribute  generally  to  more  orderly  market  conditions. 

The  bank  would  not  heap  new  demands  on  the  securities  market.  Most  guar- 
anteed loans,  such  as  the  regular  FHA  and  VA  mortgages,  are  generally  origi- 
nated, serviced,  and  financed  by  widely  dispersed  lenders  rather  than  in  the  se- 
curities market,  and  these  practices  would  continue.  The  programs  whicli  would 
be  financed  through  the  bank  are  the  ones  which  are  already  being  financed  in 
the  securities  market.  By  consolidating  this  financing  and  replacing  a  variety  of 
less  eflScient  securities  with  a  single  more  marketable  instrument,  the  bank  would 
actually  reduce  the  market  impact  of  Federal  l)orrowing  activities. 

The  Federal  Financing  Bank  Act  is  not  an  assault  on  the  tax-exempt  municipal 
bond  market.  Rather  than  involving  the  Federal  Government  in  the  tax-exempt 
market,  the  bank  would  permit  the  Federal  Government  to  withdraw  from  that 
market.  Under  existing  arrangements  Federal  agencies  finance  some  of  their 
programs  in  the  municipal  market  by  means  of  Federal  guarantees  and  debt 
service  subsidies  on  tax-exempt  obligations,  e.g.,  for  public  housing  and  urban 
renewal.  These  programs  currently  require  about  1  out  of  every  8  dollars  invested 
in  tax-exempt  obligations.  The  Federal  financing  bank  would  permit  the  removal 
of  the  financing  of  these  programs  from  the  tax-exempt  market,  thus  reducing 
pressures  on  that  market.  Consequently,  State  and  local  governments  should 
benefit,  in  terms  of  more  receptive  markets  for  all  their  borrowings,  by  enactment 
of  tliis  legislation. 

Concern  has  been  expressed  about  other  legislative  proposals  which  would 
permit  the  Federal  Government  to  subsidize  all  numicipal  bonds  either  through 
a  new  central  financing  institution  or  through  interest  subsidy  payments  on 
taxable  municipal  Ixmds.  The  concern,  as  I  iniderstand  it,  is  that  the  Federal  sub- 
sidy will  be  so  in-esistible  to  local  officials  that  it  will  lead  to  a  drying  up  of  the 
tax-exempt  bond  market,  to  p^ederal  control  over  municipal  finance,  and  to  fed- 
erally imposed  restrictitms  on  tlie  volume  or  purjK)se  of  municipal  borrowing.  We 
feel  strongly,  as  is  evident  from  our  revenue  sharing  proposals,  that  State  and 
local  governments  should  have  more,  rather  th;in  less,  financial  independence. 

Yet  in  the  case  of  certain  high  priority  national  programs  where  the  (^ongress 
has  in  fact  determined  that  Federal  credit  aid  is  essential,  e.g..  for  public  housing, 
Federal  controls  and  subsidies  are  already  facts  of  life.  Financing  those  programs 
through  the  Federal  financing  bank  will  result  in  significant  savings  to  govern- 
ment at  all  levels  and  will  not  involve  the  Federal  Government  in  any  municiiwil 
borrowing  or  project  it  is  not  already  involved  in. 
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If  the  Congress  should  determine  at  some  future  date  that  direct  Federal 
subsidies  or  guarantees  should  be  made  available  for  all  of  the  bonds  or  notes  of 
all  50  States  or  just  for  municipalities  or  just  for  the  wealier  borrowers  or  just 
for  general  obligations  rather  than  revenue  bonds  or  just  for  certain  essential 
public  facilities,  tlien,  in  that  legislation  decisions  must  be  made  witli  respect 
to  the  degree  of  Federal  control,  the  degree  of  subsidy,  and  the  method  of  financ- 
ing. The  Federal  Financing  Bank  Act  does  not  prejudge  those  issues. 

I  hope  these  comments  have  been  helpful  in  clarifying  our  intent  in  propos- 
ing the  Federal  financing  banli  legislation.  We  have  attempted  in  drafting  this 
bill  to  assure  the  best  possible  market  for  the  financing  bank  issues.  These 
securities  will  be  full  faith  and  credit  obligations  of  the  United  States  and  will 
be  backed  by  the  Treasury  so  as  to  assure  timely  payment  and  minimize  borrow- 
ing costs.  We  expect  these  issues  to  be  second  only  to  the  Treasury's  direct  issues 
in  marketability.  We  solicit  your  support  in  gaining  early  enactment  of  this  legis- 
lation by  the  Congress. 


Law  Enforcement  Developments 

Exhibit  34. — Statement  by  Assistant  Secretary  Rossides,  August  5,  1971,  before 
the  Foreign  Operations  and  Government  Information  Subcommittee  of  the 
House  Committee  on  Government  Operations  on  joint  efforts  by  the  United 
States   and  Vietnam   to   halt   illegal   financial   activities 

I  am  pleased  to  appear  here  today  to  discuss  the  activities  of  the  Treasury  De- 
partment as  a  part  of  the  overall  effort  of  this  administration  to  deal  with  illicit 
financial  transactions  in  Vietnam  to  which  the  combination  of  war  and  inflation 
give  rise.  We  believe  that  a  good  deal  of  progress  lias  been  achieved  by  U.S.  Gov- 
ernment action  and  the  actions  of  the  Government  of  Vietnam. 

Activities  of  agencies  of  the  U.S.  Government 

Significant  strides  have  been  made  in  the  last  year  and  a  half  by  State,  Treasury, 
Defense,  and  AID  to  deal  with  black  marketing — the  illegal  importation  or  ex- 
change of  commodities  and  the  illegal  exchange  of  piasters  for  dollar  instruments 
at  a  rate  in  excess  of  that  established  by  law — and  currency  manipulation.  The 
Interdepartmental  Action  Task  Group,  Vietnam  (lATG),  composed  of  the  State, 
Treasury,  and  Defense  Departments  and  the  Agency  for  International  Develop- 
ment, is  coordinating  action  at  the  Washington  level.  The  lATG  was  established  in 
December  1969  for  the  purpose  of  improving  Government  agencies'  existing  proce- 
dures and  practices  in  the  administration  of  programs  in  Vietnam  so  as  to  elimi- 
nate opportunities  for  black  marketing  and  currency  manipulation  and  for  the 
purpose  of  exploring  the  broader  aspects  of  economic  conditions  which  spawn 
black  marketing  and  currency  manipulation.  I  have,  for  the  record,  a  copy  of  the 
Memorandum  of  Understanding,  which  created  the  lATG. 

The  American  Mission  in  Saigon,  under  the  leadership  of  the  State  Department 
and  Ambassadors  Bunker  and  Berger,  has  si)earheaded  adoption  and  implementa- 
tion of  a  number  of  effective  policies  ana  new  or  revised  regulations  and  proce- 
dures applicable  in  Vietnam. 

Importance  of  the  economic  situation  and  related  financial  factors 

Basic  to  the  success  of  efforts  to  control  illicit  activities  is  the  decree  of  in- 
stability which  affects  a  nation's  economy.  Economic  instability  in  Vietnam  over 
the  years  has  been  affected  by  the  fact  that  Vietnam  is  a  small  country  engaged 
in  a  large  war,  with  its  own  territory  the  site  of  military  combat.  Also,  large 
numbers  of  troops  have  been  located  in  the  country,  with  heavy  war-related  ex- 
penditures shariJly  affecting  the  economic  and  financial  situation.  History  shows 
that  inflation  and  economic  disruption  and  black  marketing  have  never  been  easily 
dealt  with  in  a  country  engaged  in  a  major  war  taking  place  in  its  own  territory. 
Examples  of  this  are  Europe  in  World  War  II,  Koi-ea  during  the  Korean  war,  and 
the  United  States  during  the  Civil  War. 

The  economic  environment  in  Vietnam  impacts  fundamentally  upon  incentives 
and  opportunities  for  corrupt  activity  by  Americans  and  other  foreign  nationals 
who  serve  there,  as  it  does  upon  corrupt  activities  of  the  Vietnamese  themselves. 
There  appears  to  have  been  a  considerable  improvement  in  the  economic  situation 
in  Vietnam  since  March  1970.  Retail  prices  and  the  black-market  price  of  the 
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piaster  have  been  relatively  stable  since  July  1970.  reflecting  resurgent  national 
confidence  as  well  as  the  impact  of  certain  economic  measures  undertaken  by  the 
Government  of  Vietnam  in  September  and  October  15*70.  Among  the  economic 
measures  was  a  change  in  the  exchange  rate  for  piasters  purchasetl  by  foreigners 
for  their  personal  accommodation,  an  action  which  substantially  reduced  incen- 
tives to  engage  in  currency  black  marketing. 

GVN  economic  policy 

The  short-term  objective  of  GVN  economic  policy,  as  reflected  in  the  measures 
undertaken  in  September-October  1970  and  in  March  1971,  has  been  to  achieve 
and  maintain  relative  price  stability. 

The  measures  undertaken  by  the  GVN  in  September  and  October  1970  removed 
nearly  20  billion  piasters  from  general  circulation  by  requiring  large  advance 
deposits  on  licensed  imports  and  by  increasing  savings  deposits  through  higher 
interest  rates.  Tlie  objective  of  the  March  1971  measures  is  to  remove  another 
20  billion  piasters  from  circulation  by  permitting  anonymous  time  deposits  and  by 
sales  of  GVN  Treasury  bills  to  commercial  banks.  Over  a  period  of  approximately 
1  year,  therefore,  the  GVN  expects  to  have  "neutralized"  a  sum  of  piasters  ap- 
proximately equal  to  its  entire  budget  deficit  in  1970  as  well  as  to  have  increased 
GVN  piaster  revenues  .somewhat.  The  possibility  of  a  resurgence  of  inflationary 
pressures  always  exists,  however,  and  further  economic  reforms  should  be  taken 
in  due  course  if  reasonable  stability  is  to  be  maintained. 

On  October  5,  1970,  the  rate  of  exchange  for  piasters  for  personal  acconunoda- 
tion  of  U.S.  personnel  and  other  foreigners  in  the  RVN  was  changed  from  118  to 
275  to  the  dollar.  By  July  1971,  piaster  sales  to  individuals  through  oflicial  U.S. 
currency  exchange  facilities  had  risen  to  over  $262.32  per  capita  per  month  for 
civilians  and  $26.96  per  capita  for  all  U.S.  military  personnel  compared  to  sales 
of  $45.98  and  $3.95  to  those  categories  of  personnel,  respectively,  in  September. 
Although  the  black-market  rate  remained  at  about  400  piaster.s  per  dollar  for 
U.S.  currency  or  dollar  instruments  (the  rate  for  a  lO-doUar  bill  as  of  July  19, 
1971,  was  371  to  1),  the  MFC  piaster  rate  in  the  black  market  lias  been  near  the 
275  to  1  rate  or  lower.  The  individual,  therefore,  has  no  incentive  to  negotiate  his 
MFC  for  piasters  other  than  through  legal  channels. 

GVN  foreign  exchange  receipts  from  accommodation  sales  have  increased  sub- 
stantially despite  the  decline  in  U.S.  personnel  because  the  much  liigher  exchange 
rate  provided  an  incentive  to  buy  through  legal  channels.  Accommodation  iiur- 
cha.ses  of  piasters  totaled  $3  million  in  September  1970,  compared  to  $11.6  mil- 
lion in  May  1971. 

The  reduction  in  the  black-market  rate  for  a  lO-doUar  bill  has  fallen  from  426 
to  1  in  September  1970  to  371  as  of  July  19,  1971,  and  this  means  the  premium 
over  the  official  rate  has  dropped  from  261  percent  to  35  percent.  The  premium  on 
conversion  of  MFC  has  turned  into  a  discount  with  a  lO-doUar  MFC  at  a  267  to  1 
rate  on  July  19,  1971. 

U.S.-financed  procurement 

The  size  of  U.S.-financed  procurements  in  support  of  the  I'.S.  effort  in  Vietnam 
has  afforded  opportunities  for  black  marketing,  illegal  currency  manipulation  or 
other  corrupt  or  undesirable  practices  and  has  demanded  particular  attention  to 
prevent,  insofar  as  possible,  adverse  effects  on  the  GVN  economy.  The  total  dollar 
volume  of  U.S.  procurements  in  the  Pacific  command  area  during  fiscal  year  1970 
approximated  $1  billion.  The  magnitude  of  contract  activities  by  the  principal 
U.S.  contractors  furnishing  logistical  support  in  that  area  continues  to  be 
substantial. 

To  achieve  a  balance  between  the  delegated  procurement  responsibilities  of  the 
component  military  ser\'ice  and  the  coordinating  role  of  the  unified  commands,  the 
Commander-in-Chief,  Facific  (CINCFAC)  has  established  a  Joint  Frocurement 
Coordinating  Board  (JFCB).  Such  boards  are  established  both  at  the  CINCFAC 
level  and  in-country  at  the  level  of  the  unified  commands. 

Defense  Procurement  Circular  (DPC)  81 

DPC  81  was  promulgated  on  August  21,  1970.  It  not  only  restated  the  con- 
tract clau.ses  with  respect  to  the  method  of  payment  to  third  country  nationals  but 
also  tightened  the  reiiuirement  that  all  piaster  exchanges  by  contractors  l)e  accom- 
plished at  military  banking  facilities  or  military  disbursing  offices.  In  addition,  it 
required  that  satisfactory  proof  of  such  exchange  be  furnished  in  connection  with 
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any  piaster  payments  under  the  contracts.  The  circular  also  added  the  require- 
ment that  all  fixed-price  contracts  include  a  provision  that  U.S.  dollar  payments 
must  be  made  to  a  bank  in  the  contractor's  country  of  origin ;  that  the  contractor 
provide  an  estimate  of  his  piaster  needs  and  thereafter  provide  proof  of  pur- 
chase of  that  amount  from  authorized  sources  ;  and  that  U.S.  nationals  and  third- 
country  nations  (TCN's)  employed  by  contractors  will  be  pennitted  to  draw  only 
a  limited  amount  of  military  payment  certificates  (MPC)  per  month  and  that  they 
will  be  provided  by  the  contractor  with  piasters  for  their  minimum  normal  piaster 
living  expenses  each  payday.  New  contracts,  with  very  few  exceptions,  now  con- 
tain the  required  clauses,  and  acceptance  of  the  clauses  in  the  remaining  contracts 
are  expected  in  due  course. 

The  administration  of  these  clauses  is  a  most  critical  area  of  the  procurement 
environment.  MACV,  working  through  the  members  of  the  JPCB  Vietnam,  is 
making  a  concerted  effort  to  obtain  full  compliance.  All  major  contractors  have 
indicated  that  they  have  taken  steps  to  enforce  the  cost  of  living  clauses  requir- 
ing payments  to  employees  in  piasters.  Backed  up  by  mandatory  Defense  Contract 
Audit  Agency  (DCAA)  audits  on  cost  contracts,  satisfactory  compliance  should 
be  assured. 

Policing  and  enforcement  of  such  clauses  create  a  new  obligation  and  establish 
a  record  and  reporting  requirement  not  normally  associated  with  fixed-price  con- 
tracting. Nevertheless,  the  addition  of  those  requirements  as  clauses  in  fixed- 
price  contracts  has  proved  feasible.  Because  even  fixed-price  contractors  are 
required  to  maintain  books  and  records  for  audit  purposes,  compliance  with  DPC 
81  clauses  in  fixed-price  contracts  is  now  the  subject  of  spot  checks  by  the 
DCAA.  An  audit  trail  is  provided  and  the  foUowup  of  information  obtained  from 
the  DCAA  audits  provides  a  possible  means  of  enforcement,  the  threat  of  which, 
at  least,  is  frequently  an  effective  sanction. 

Third  country  nationals  (TCNs) 

Problems  stemming  from  use  of  third  country  national  (TCN)  employees  have 
been  the  subject  of  continuing  attention.  A  major  concern  related  to  the  possible 
impact  on  the  currency  black  market  by  reason  of  the  method  of  payment  of 
contractor-employed  TCN's.  It  was  believed,  in  view  of  the  very  high  black- 
market  exchange  rate,  that  TCN  access  to  U.S.  dollar  instruments  was  a  real 
or  potential  source  of  entry  into  the  blackmarket.  It  has,  therefore,  been  made 
mandatory  in  Vietnam  that  TCN's  be  paid  in  piasters  for  their  piaster  needs 
(necessary  expenditures  on  the  Vietnamese  economy)  and  that  the  remainder 
of  their  wages  be  paid  in  U.S.  dollars  remitted  directly  to  a  bank  in  their  country 
of  origin. 

Treasury's  role  and  activities 

The  Treasury  has  an  important  role  to  play  in  the  control  of  illicit  financial 
transactions  in  Vietnam  and  has:  (1)  Served  in  an  advisory  capacity  regarding 
the  establishment  of  appropriate  regulations  and  regarding  local  enforcement, 
and  (2)  offered  its  full  facilities  in  actual  enforcement,  primarily  through  the 
Internal  Revenue  Service  in  terms  of  evasion  of  U.S.  taxes,  and  through  the 
Bureau  of  Customs  in  terms  of  monitoring  the  AID-funded  commercial  import 
program  (CIP)  and  advisory  assistance  to  the  Vietnamese  Customs  Service. 

Let  me  note  that  law  enforcement  is  complicated  by  the  fact  that  the  U.S. 
Government  must  provide  efficient  and  effective  facilities  to  assure  that  our 
citizens,  and  esiiecially  our  combat  troops,  are  able  freely  to  discharge  legiti- 
mate financial  and  other  transactions.  To  help  meet  this  objective,  Treasury 
assisted  in  the  establishment  of  U.S.  commercial  banking  branches  as  well  as 
military  banking  facilities  in  Vietnam  and  has  maintained  an  active  interest  in 
their  operation.  Treasury  has  also  assigned  a  financial  attache  to  the  Embassy. 

In  1965,  Treasury  participated  in  the  establishment  in  Vietnam  of  institu- 
tional procedures  and  facilities  to  tighten  control  over  illegal  activities  in- 
volving U.S.  money,  supplies,  and  personnel.  These  include  the  use  of  miUtary 
payments  certificates  (MPC)  as  the  circulating  medium  in  U.S.  oflBcial  facilities. 

U.S.  banking  facilities  in  Vietnam 

The  Treasury  Department  and  the  appropriate  armed  services  supervise  th*» 
miUtary  banking  facilities  operated  in  Vietnam,  and  the  Treasury  maintains  con- 
trol over  the  activities  of  the  United  States  Disbursing  OflSeeT  at  the  American 
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Embassy  in  Saigon.  The  Bank  of  America,  Cliase  Manhattan  Bank,  and  the 
American  Express  International  Banking  Corporation  maintain  military  bank- 
ing facilities  throughout  Vietnam.  Military  facilities  of  the  national  banks 
are  subject  to  examination  by  the  Departments  of  the  Treasury  and  Defense. 
All  are  considered  to  be  operating  in  accordance  with  applicable  U.S.  laws. 

The  military  banking  facilities  i)ermit  U.S.  dollar  checking  accounts  for  au- 
thorized personnel ;  however,  local  withdrawal  can  be  only  in  MPC.  Treasury 
has  authorized  the  military  banking  facilities  to  pay  interest  on  demand  ac- 
counts at  the  rate  of  5  percent  per  annum  on  monthly  balances  of  $100  or  more 
to  encourage  savings  while  at  the  same  time  providing  maximum  flexibility 
in  the  use  of  accounts.  As  of  December  31,  1970,  military  banking  facilities  in 
Vietnam  maintained  130,831  accounts  for  individuals,  with  balances  totaling  ap- 
proximately $48,692,000. 

Military  payments  certificates  (MPC) 

The  MPC  system,  which  is  administered  by  the  Department  of  the  Army,  helps 
control  illegal  transactions  by  restricting  use  of  dollar  currency  by  U.S.  military 
and  civilian  personnel  and  foreign  military  personnel.  MPC's  can  be  used, 
within  prescribed  limits,  for  remittances  outside  Vietnam  or  for  conversion 
without  limit  into  piasters  at  oflBcial  facilities.  It  is  against  U.S.  regulations 
in  Vietnam  for  unauthorized  persons  to  hold  MPC's,  and  any  held  illegally  are 
not  redeemed  by  the  U.S.  Government. 

MPC  issues  are  changed  from  time  to  time,  with  conversion  to  new  series 
limited  to  authorized  holders.  The  most  recent  such  conversion  was  on  October  6, 
1970.  At  each  such  conversion  substantial  amounts  of  the  supplanted  MPC  series 
have  not  been  converted  and  have  thereby  become  worthless.  (The  dollar  back- 
ing for  the  unredeemed  MPC's  eventually  accrues  to  the  miscellaneous  receipts 
of  the  Treasury. ) 

I  might  note  that  the  sales  of  piasters  to  individuals  through  official  facilities 
against  MPC's  have  recently  been  running  at  about  $10  million  per  month.  This 
is  somewhat  more  than  twice  the  monthly  rate  existing  before  the  introduction 
of  the  275  piaster  rate  of  exchange,  and  .should  it  continue,  about  $120  million 
in  foreign  exchange  earnings  per  year  will  be  generated  for  the  Government 
of  Vietnam  from  this  source. 

Money  orders 

For  remittances  outside  Vietnam,  authorized  personnel  may  purchase  U.S. 
dollar  money  orders  at  base  post  ofl5ce  facilities  or  at  military  banking  facilities. 
Money  orders  are  also  sold  by  the  Army/Air  Force  Exchange  Services,  which 
orders  are  drawn  qfi  a  bank  in  the  United  States. 

On  January  15,  1970,  a  new  postal  money  order  was  adopted  for  issuance  at 
overseas  military  post  oflSces.  These  money  orders  are  issued  in  Vietnam  without 
fee.  The  new  postal  money  orders  are  not  payable  through  banks  outside  the 
United  States  other  than  through  military  banking  facilities.  If  they  are  cashed 
at  a  foreign  bank  the  Post  Office  Department  will  not  accept  them.  The  limita- 
tion on  the  negotiability  of  this  instrument  is  intended  to  help  strengthen  efforts 
to  stem  the  exchange  of  dollar  instruments  (purchased  with  MPC's)  for 
piasters  in  the  black  market. 

Financial  control  measures 

U.S.  currency  controls  in  Vietnam  are  designed  to  make  the  risk  so  great 
that  individuals  won't  attempt  to  engage  in  black-market  operations.  The  finan- 
cial controls  are  designed  first  to  re.strict  the  flow  of  MPC's  to  within  authorized 
channels  thereby  inhibiting  leakages  of  MPC's  into  the  hands  of  unauthorized 
persons  and,  second,  to  control  the  conversion  of  MPC's  into  U.S.  dollars. 
Currency  transactions  in  which  the  individual  uses  MPC's  to  purchase  dollar 
instruments,  make  deposits  to  a  military  banking  facility  account  or  to  the 
savings  deposit  program,  or  convert  to  U.S.  currency  upon  departure  from  the 
RVN,  are  controlled. 

There  is  a  $200  monthly  limitation  on  the  total  of  all  such  transactions.  Ex- 
ceptions to  the  limitations  are  authorized  only  when  a  bona  flde  personal 
emergency  arises. 

The  authorized  system  used  to  monitor  controlled  currency  transactions  is 
called  CABOTS.  CABOTS  was  devised  and  became  fully  operational  in  Sep- 
tember 1969  and  has  been  providing  a  strong  deterrent  to  illegal  transactions. 
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CABOTS  was  designed  to  place  a  roadblock  at  one  point  in  the  cycle  essential  to 
the  illegal  operation.  It  does  not  stop  everyone  in  the  act,  but  it  does  identify 
illegal  operations  and  provides  the  data  and  evidence  necessary  to  detect, 
apprehend,  and  convict. 

A  computer  record  is  maintained  on  each  individual  who  is  authorized  to 
make  controlled  transactions.  At  the  operating  level,  credit-card-type  equipment 
and  forms  are  used.  An  addressograph  data  recorder  machine  is  used  at  all 
facilities  to  prepare  the  transaction  form. 

All  transactions  from  MPC  to  dollar  and/or  dollar  instruments  must  be 
supported  by  a  three-part  form  which  identifies  the  individual  and  the  amount 
of  the  transaction.  One  copy  is  a  card  form  which  creates  input  to  a  computer, 
pulling  together  all  transactions  for  an  individual  to  allow  for  the  detection 
of  those  who  exceed  the  monthly  limit. 

A  further  control  of  significant  importance  was  the  establishment  in  October 
1969  of  a  requirement  that  money  orders  issued  through  military  post  oflSces 
and  banking  facilities  in  Vietnam  must  immediately  be  mailed  by  the  postal 
or  bank  clerk  to  an  address  in  the  United  States.  This  requirement  and  the 
new  money  order  form  recently  adopted  has  helped  to  reduce  the  use  of  money 
orders  as  a  vehicle  for  black-market  operations. 

Income  tax  violations,  investigations,  and  prosecutions 

Violations  of  the  currency  laws  of  Vietnam  and  other  illegal  activities  by 
U.S.  civilians  temporarily  in  Vietnam  were  brought  to  the  attention  of  the 
Treasury's  Internal  Revenue  Service  early  in  1966.  These  violators  were  able 
to  operate  with  impunity  because  they  were  not  subject  to  U.S.  military  authority 
and  because  the  Republic  of  Vietnam  was  reluctant  to  investigate  and  to  prosecute 
U.S.  citizens  present  in  Vietnam  due  mainly  to  the  efforts  of  the  United  States 
to  assist  in  the  country's  defense.  Defense  Department  officials,  therefore,  asked 
the  Treasury  to  send  several  IRS  agents  to  Saigon  to  inspect  data  that  had  been 
compiled  there  and  to  initiate  tax  proceedings  against  some  of  the  civilian 
violators. 

In  the  latter  half  of  1969,  illegal  operations  disclosed  in  Vietnam  indicated  a 
need  for  more  intensive  enforcement  activity  by  the  IRS.  In  August,  at  the 
request  of  the  U.S.  Embassy  in  Vietnam,  an  agent  of  the  IRS  was  sent  to  Saigon 
to  examine  data  on  currency  violations  by  U.S.  civilians  in  Vietnam.  This  infor- 
mation included  the  now  famous  Prysumeen  data  as  well  as  information  relating 
to  alleged  frauds  in  the  operation  of  NCO  clubs  in  Vietnam.  Also  at  about  this 
time,  the  alleged  frauds  on  the  NOO  clubs  in  Vietnam  were  brought  to  the 
attention  of  IRS  by  representatives  of  the  Department  of  Defense,  who  also  sought 
assistance  in  determining  what  income  reports  had  been  made  to  IRS  by  the 
alleged  perpetrators  of  the  NCO  club  frauds. 

On  the  basis  of  the  new  information  and  the  indicated  impact  of  illegal  activities 
by  U.S.  civilians  in  Vietnam  on  the  achievement  of  U.S.  objectives  there,  Treasury 
initiated  through  the  IRS  new  investigations  into  the  income  tax  affairs  of  all 
persons  known  to  be  or  su.spected  of  being  importantly  involved.  Also,  the 
Saigon  post  was  opened  for  the  purpose  of  implementing  the  IRS  service-wide 
Vietnam  enforcement  program.  Three  revenue  agents  were  permanently  assigned 
to  Saigon  for  a  period  of  18  months  in  February  1970.  Two  additional  agents 
were  assigned  on  temporary  detail  in  November  1970. 

The  Revenue  Service  representative,  Saigon,  is  a  member  of  the  Irregular 
Practices  Committee  of  the  Embassy  in  Saigon.  This  committee  is  composed  of 
key  officials  of  the  Embassy  and  the  heads  of  all  U.S.  investigative  agencies  in 
Vietnam.  It  operates  as  a  team  to  combat  black-market  and  other  illegal  activities. 
It  is  chaired  by  the  able  and  distinguished  Deputy  Ambassador  Berger,  who 
did  such  an  outstanding  job  in  this  area  while  Ambassador  in  South  Korea. 

The  IRS  Vietnam  team  has  concentrated  its  efforts  on  servicing  collateral 
requests  by  IRS  stateside  offices  for  information  important  to  the  development 
of  audits  and  intelligence  investigations  as  well  as  furnishing  informational 
leads.  In  addition,  audit  examinations  have  been  accomplished  in  Vietnam,  and 
in  one  instance  the  audit  resulted  in  a  tax  deficiency  of  $1,600,000  now  pending 
in  the  Tax  Court. 

The  IRS  has  considered  criminal  investigations  of  more  than  50  persons  alleged 
to  have  received  significant  amounts  of  income  from  illegal  activities  in  Vietnam. 
In  31  cases  field  investigations  were  initiated. 

The  IRS  currently  has  10  criminal  investigations  in  process  and  it  appears 


286    19  72  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

that  a  number  of  them  should  result  in  prosecutions.  In  addition,  IRS  has  com- 
pleted the  civil  examinations  of  more  than  35  persons  and  has  more  than  60 
civil  examinations  currently  in  process.  The  proposed  assessments  and  i)enalties 
total  more  than  $7  million,  including  more  than  $4  million  in  jeopardy  assess- 
ments in  connection  with  two  of  the  criminal  cases. 

Many  items  of  information  concerning  individuals  who  may  have  omitted 
small  amounts  of  income  from  a  source  in  Vietnam  have  been  referred  to  field 
units  for  appropriate  action  and  have  not  been  included  in  the  above  figures. 

The  IRS  is  continuing  its  efforts  to  gather  intelligence  which  will  enable  it 
to  identify  persons  who  have  failed  to  report  significant  amounts  of  income 
from  activities  in  Vietnam.  As  a  result,  new  examinations  and  criminal  investiga- 
tions are  being  initiated  from  time  to  time  on  a  selective  basis.  Because  of 
the  very  detailed  documentation  required  for  proof  of  tax  eva.sion.  some  investi- 
gations require  a  year  or  two  to  complete.  Therefore,  it  will  not  be  possible  to 
determine  the  full  effect  of  the  IRS  Vietnam-related  investigations  for  some  time. 

The  Internal  Revenue  Service  has  had  a  tax  administration  advisory  team  in 
Vietnam  since  1966.  This  team  has  been  engaged  in  advisory  work  in  functional 
areas  of  audit,  collection  and  training,  particularly.  We  have  been  instrumental 
in  the  installation  of  a  withholding  tax  system,  the  development  of  an  audit 
program,  and  the  training  of  auditors  and  of  a  collection  force.  The  collections 
of  internal  revenues  have  increased  from  approximately  $7  billion  pia.sters  in 
1967  to  approximately  $38  billion  in  1970.  An  estimated  25-percent  increase  will 
occur  during  the  current  year. 

Use  of  bank  accounts  for  currency  manipulation  in  Vietnam 

This  subcommittee  is  concerned  about  the  problems  for  law  enforcement  which 
can  arise  from  the  use  of  the  domestic  deposit  account  facilities  of  any  U.S.  bank. 
Except  for  the  prohibitions  contained  in  the  Foreign  Assets  Control  Regulations, 
banks  in  the  United  States  can,  at  their  option,  accept  deposits  from  anyone 
capable  of  making  a  contract.  Such  deposit  contracts  accepted  can  usually  be 
terminated  by  the  accepting  bank  on  its  option.  However,  once  accepted,  the 
bank  must  honor  properly  prepared  and  presented  withdrawal  orders.  Such 
withdrawal  orders  can  include  written  instructions  to  withdraw  funds  from  one 
account  and  to  deposit  the  same  funds  in  any  other  account.  The  banks  are 
obligated  to  comply  with  such  instructions.  They  occur  by  the  millions  and  they 
are  a  longstanding  public  banking  service. 

Parties  involved  in  Vietnam  in  illegal  currency  tran.sactions  do  legitimately  use 
their  bank  accounts  in  the  United  States  and  other  countries  to  accomplish  their 
objectives.  For  example,  party  A  wants  payment  in  the  form  of  a  U.S.  dollar 
credit  to  his  account  in  a  bank  in  the  United  States.  Party  B  has  a  deposit  ac- 
count in  the  United  States  and  he  can  simply  instruct  his  U.S.  bank  to  charge  his 
account  and  transfer  the  proceeds  to  another  U.S.  bank  for  credit  to  the  account 
of  party  A.  When  party  A  receives  an  advice  from  his  bank  that  his  account 
has  been  credited,  he  pays  piasters  to  party  B. 

The  instructions  from  party  B  to  his  bank  can  be  made  in  various  ways.  They 
can  be  made  through  any  bank  in  Vietnam  which  has  an  office  or  a  correspondent 
banking  relationship  with  a  U.S.  bank.  The  instructions  can  be  in  a  letter  or  in 
a  cable.  The  U.S.  dollar  transfer  can  end  with  the  second  U.S.  bank  or  it  can 
continue  on  to  a  foreign  bank.  It  is  believed  that  a  substantial  part  of  the  funds 
channeled  into  U.S.  banks  in  furtherance  of  suspected  illegal  transactions  in 
Vietnamese  currency  were  ultimately  transferred  to  foreign  banks. 

In  the  91st  Congress.  Treasury  supported  legislation,  now  known  as  Public 
Law  91-508.  the  Financial  Recordkeeping  and  Currency  and  Foreign  Transac- 
tions Reporting  Act  of  1970,  designed  to  deter  use  of  secret  foreign  bank  accounts 
for  illegal  purposes  by  U.S.  citizens  and  residents.  The  administration  supported 
the  legislation.  Treasury,  in  testimony,  emphasized  three  fundamental  concerns 
that  we  weighed  in  developing  each  of  our  recommendations  for  obtaining  im- 
proved law  enforcement. 

First,  we  in  no  way  wanted  to  restrict  the  regular  and  efficient  flow  of  domestic 
and  international  business  or  diminish  the  willingness  of  foreigners  to  hold  and 
use  U.S.  dollars. 

The  second  consideration  is  our  determination  to  deter  tax  and  otlier  evnsion 
by  U.S.  persons  through  foreign  financial  tran.sactions.  We  have  sought  to  de- 
velop proposals  under  which  the  l>enefits  to  our  law  enforcement  objectives  exceed 
the  direct  and  indirect  costs  which  these  proposals  bring  about. 
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Finally,  we  have  been  sensitive  to  the  issue  of  traditional  freedoms,  many  of 
which  are  set  forth  in  our  Constitution,  others  which  have  become  identified  with 
our  way  of  life.  In  reinforcing  our  enforcement  activities  we  must  not  jeopardize 
these  principles. 

On  June  10,  1971,  the  Department  of  the  Treasury  published  in  the  Federal 
Register  for  public  comment  regulations  proposed  to  implement  Public  Law 
91-508.  We  are  now  receiving  the  comments  and  expect  to  publish  finally 
effective  regulations  on  November  1, 1971. 

Public  Law  91-508  and  the  implementing  regulations  constitute  another  step 
forward  on  the  part  of  the  Nixon  administration  to  deter  the  use  of  secret 
foreign  financial  accounts  to  assist  in  concealing  the  substantive  violations  of 
securities,  gambling,  gold  trading,  currency  and  drug  smuggling  laws,  and  the 
untaxed  income  generated  from  these  and  other  illegal  activities. 

Major  parts  of  the  proposed  regulations  will  affect  purely  domestic  as  well 
as  foreign-related  matters.  The  proposed  regulations  in  principal  part  would 
require :  Increased  recordkeeping  on  the  part  of  banks  and  other  financial 
institutions  of  both  domestic  and  foreign-related  items ;  domestic  financial  insti- 
tutions to  report  currency  transactions  in  amounts  in  excess  of  $5,000 ;  reports 
of  transportation  of  currency  or  its  equivalent  in  amounts  exceeding  $5,000  on 
any  one  occasion  to  or  from  the  United  States  ;  maintenance  of  records  by  persons 
having  financial  interests  in  foreign  financial  accounts ;  recordkeeping  for  finan- 
cial institutions  including  banks,  and  brokers  and  dealers  in  securities  and 
commodities ;  and  retention  for  a  6-year  period  of  records  to  be  maintained. 

The  regulations  are  designed  to  insure  that  those  records  kept  in  the  normal 
course  of  business  are  retained  and  available  for  a  period  of  6  years.  These 
proposed  regulations  are  only  one  part  of  a  comprehensive  four-part  program 
launched  by  this  administration  : 

First,  we  have  elevated  this  problem  to  the  foreign  policy  level.  We  have 
initiated  discussions  with  foreign  governments  to  define  more  precisely  where 
cooperation  can  be  provided  to  the  United  States  in  criminal  matters  involving 
foreign  bank  accounts. 

Second,  we  have  conducted  and  are  continuing  with  a  comprehensive  review 
of  current  procedures  to  define  and  determine  what  further  actions  can  be 
taken  pursuant  to  existing  statutes  and  treaties.  The  question  on  the  1970 
tax  return,  inquiring  if  the  taxpayer  has  any  interest  in  or  authority  over  an 
account  in  a  foreign  country,  is  one  of  the  measures  we  have  taken,  authorized 
under  previously  existing  legislation. 

Third,  we  encouraged,  supported,  and  considerably  strengthened  Public  Law 
91-508  and  made  recommendations  which  the  Congress  adopted  to  eliminate  from 
the  original  bill  several  provisions  which  would  have  permitted  unwarranted 
invasions  of  privacy  and  would  have  required  unjustifiably  burdensome  paper- 
work. 

Fourth,  we  have  cooperated  with  the  private  sector  in  analyzing  and  developing 
appropriate  means  of  dealing  with  this  type  of  illegal  activity. 

Foreign  Assets  Control  Regulations 

The  Foreign  Assets  Control  Regulations  prohibit  all  unlicensed  transactions 
involving  U.S.  dollar  accounts  and  U.S.  dollar  instruments  if  there  is  any 
interest  in  the  transaction  of  North  Korea,  North  Vietnam,  or  nationals  thereof. 
The  Treasury's  Ofiice  of  Foreign  Assets  Control  has  legal  re.sponsibility  to  act 
if  there  is  evidence  indicating  possible  violation  of  the  regulations — in  an 
instance,  for  examjile,  of  dealings  by  the  North  Vietnamese  in  U.S.  dollar 
instruments  emanating  from  Vietnam. 

In  this  connection,  information  is  obtained  from  banking  and  commercial 
sources  concerning  activities  related  to  illegal  dealings  in  piasters  and  the 
piaster  market  in  Hong  Kong,  and  particularly  information  as  to  persons 
dealing  in  U.S.  currenc.v  and  instruments.  Treasury  makes  investigations,  as 
appropriate,  in  Hong  Kong  and  checks  all  information  available  in  its  files 
to  determine  if  any  of  the  persons  known  to  be  handling  TT.S.  dollar  instru- 
ments emanating  from  Vietnam  are  designated  nationals  of  North  A'ietnam. 
The  findings  to  date  have  been  negative. 

Counterfeiting  and  the  role  of  the  Secret  Service 

Counterfeiting  of  T'.S.  currency  in  the  Far  East  during  recpnt  vears  has  not 
constituted  an  enforcement  problem  of  significant  magnitude.  Contrary  to  reports 
frequently  received  from  various  intelligence  sources  concerning  counterfeiting 
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conspiracies  allegedly  backed  by  the  Red  Chinese,  there  are  very  few  counter- 
feit issues  stemming  from  that  area  and  all  those  that  have  been  identified  as 
purely  criminal  operations  are  for  the  most  part  concentrated  in  Hong  Kong 
and  the  Republic  of  the  Philippines. 

Obtaining  accurate  statistical  data  concerning  counterfeiting  activities  in  the 
Far  East  is  most  difficult.  Few  countries,  with  the  notable  exception  of 
Australia,  Japan,  and  Hong  Kong,  have  established  national  counterfeiting 
bureaus  as  recommended  by  the  International  Organization  of  Criminal  Police 
(INTERPOL).  As  a  result,  enforcement  agencies  in  the  other  countries  of  the 
Far  East  know  little  about  counterfeiting  and  do  not  report  statistics  to 
INTERPOL  Headquarters  in  Paris.  However,  liaison  has  been  established  with 
other  U.S.  Government  agencies,  Emba-ssies  and  consulates  throughout  the  area, 
and  Treasury  receives  a  constant  flow  of  information  from  this  source  con- 
cerning cases  involving  counterfeit  U.S.  currency. 

Therefore,  all  reports  are  investigated.  For  example,  an  episode  of  counter- 
feiting of  U.S.  currency  in  Vietnam  occurred  in  January  1968  when  the  South 
Vietnamese  National  Police  arrested  several  individuals  and  seized  $250,000  in 
partially  completed  counterfeit  $5  Federal  Reserve  notes.  Early  press  releases 
Identified  the  violators  as  Red  Chinese  agents,  and  the  Deiwirtment  immediately 
dispatched  a  Secret  Service  agent  to  investigate.  Inquiries  disclosed  that  the 
conspirators  were  criminals  first  and  Chinese  second. 

It  is  my  firm  opinion  that  the  counterfeiting  problem  in  Vietnam  is  minimal 
at  present  and  has  been  so  in  the  past.  Nevertheless,  Treasury  will  continue  to 
monitor  closely  the  counterfeiting  situation  in  Vietnam  and  will  make  cer- 
tain a  prompt  and  thorough  investigation  is  made  of  all  violations  of  this  type 
which  come  to  its  attention. 

Customs  activities  in  Vietnam 

Treasury  is  cooperating  with  the  AID  mission  in  Vietnam  by  assisting  in  the 
institutional  development  and  reorganization  of  the  Vietnamese  Customs  Service 
and  by  providing  technical  assistance  to  AID  officials  concerned  with  the 
commodity  import  program. 

In  late  1965,  the  Bureau  of  Customs  was  requested  to  conduct  a  survey  of  the 
situation  in  Vietnam  with  a  view  to  setting  up  a  commodity  control  program 
for  the  U.S.  AID  commercial  import  program  (CIP).  Shortly  thereafter,  in 
the  spring  of  1966,  a  Customs  advisory  group  was  established.  The  Customs 
advisor  positions,  as  well  as  the  backup  activities  performed  by  the  Office 
of  Foreign  Customs  Assistance  in  Washington,  are  all  funded  by  AID.  At  the 
present  time,  13  positions  are  authorized  for  the  above-described  work  in 
Vietnam. 

CIP  monitoring  has  been  increasingly  effective,  with  shipments  examined 
increasing  from  11  percent  of  importations  in  the  first  quarter  of  1967  to  30 
percent  in  the  last  quarter  of  1970.  Attempted  violations  have  decreased  cor- 
respondingly. Dock  theft  and  pilferage  have  been  reduced  by  decreasing  the 
average  number  of  days  between  cargo  discharge  and  Customs  release  from  30 
in  1966  to  3  at  the  end  of  1970.  Also,  a  boat  fleet  seeks  to  deny  diversion  of  CIP 
shipments. 

The  bulk  of  the  responsibility  within  the  Government  of  Vietnam  for  suppress- 
ing black-market  activity  and  for  currency  control  falls  to  the  Vietnamese 
Customs,  principally  the  Fraud  Repression  Service.  This  includes  the  function 
of  registering  foreign  currency  brought  into  Vietnam  and  checking  official  ex- 
change receipts  on  exit  from  the  country. 

The  GVN  currently  depends  upon  the  imposition  of  import  duties  and  pere- 
quation  taxes  ^  to  recoup  for  the  Treasury  of  the  RVN  the  difference  between 
the  value  of  foreign  exchange  now  sold  to  importers  for  118  piasters  (80  percent 
of  RVN  imports)  or  275  piasters  (20  percent  of  RVN  imports)  per  dollar  and 
the  real  piaster  value  of  such  imports  at  port-of-entry.  In  addition,  still  higher 
duties  and  perequation  taxes  on  nonessential  imports  are  intended  to  result  in 
RVN  piaster  revenues  in  excess  of  the  port-of-entry  value  of  those  imports. 

Studies  of  actual  versus  collectable  import  duties  and  perequation  taxes  have 
revealed  slippages  of  piasters  on  licensed  imports  in  1970.  The  apparent  causes 
were  under-invoicing,  other  false  documentation,  and  bribery.  In  addition  to 
such  losses,  potential  revenues  have  been  lost  due  to  smuggling.  Further  losses 
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have  resulted  from  diversions  of  military  gasoline  and  ''esale  of  PX  tobacco 
Sot-  ISS  ^'^^^flSt^^J^'ZS^r^rr^t^  ?n"e^r 

Arrangements  to  combat  currency  manipulation  and  black  marketing 

In  December  1970,  AID  authorized  an  fj^^rease  iri  personnel  ceilin^^ 
nrovided  the  funding  for  two  additional  positions  in  the  U.S.  Customs  Advisory 
Team  The  positions  were  established  as  Customs  Investigations  Advisors  whose 
?aTk  is  to  assist  the  GVN  Fraud  Repression  Service   (FRS)   operationally  and 
to  act  as  liaison  be?^^en  the  FRS  and  the  U.S.  enforcement  community. 

W?th  the  appointment  in  May  and  June  1971  ofj^^.^/i^tnamese  officials  in 
the  FRS    the  work  of  these  two  officers  has  facilitated  seizures  by  the  FRS 

''''ll'fdll7e''n^e'^^^^^^^^^^  assist  the  Joint  Investiga- 

tiot  NarcotiS  DeSchment  of  the  U.S.  Military  Assistance  Command  in  Vietnam. 

sfnce   the   purchase   and   trade   of   narcotics    often   involves    illegal   currency 

transactions. 

Redirection  of  U.S.  Customs  Advisory  Team  effort  toward  operational  objectives 

In  December  1970,  Customs  recommended  the  U.S.  Customs  Advisory  Team 
termiStHs  institutional  development  objectives  by  June  W^ 
stead    to  develop  an  independent,  operational  audit  over  GVN  Customs  trans 
actioAs  to  lessen  the  possibility  of  frauds  against  the  revenue. 

A  further  step  looking  toward  conversion  to  an  operational  status  came  in 
late  May  of  this^ear  with  a  GVN  proposal  that  the  U-S-,Customs  Bureau  fur- 
nish two  import  specialists  to  work  operationally  inside  the  GVN  Customs 
Directorate  on  the  valuation  and  tariff  classification  of  merchandise. 

Intensified  examination  of  GVN  imports 

One  source  of  lost  Customs  revenues  has  been  through  technical  smuggling 
(unSerXation,  false  invoicing,  and  improper  tariff  classification)  at  tiie  Saigon 
harbor  Technical  smuggling  has  also  been  an  important  means  of  evading 
import'  license  restrictions.  The  two  U.S.  Customs  Bureau  import  specialists 
i^be  ass?gned  operationally  within  the  Customs  Directorate  will  be  working 
in  the  harbor  area  to  see  that  GVN  laws  and  regulations  on  the  examination 
t?r  ff  cYassification,  valuation,  weight  and  measure,  and  entry  of  merchandise 
are  appropriately  followed.  This  project  will  also  provide  verification  and 
purification  of  input  data  to  a  new  ADP  control  system  being  installed. 
Document   control   through   automatic   data  processing 

In  December  1970,  the  GVN  Ministries  of  Commerce  and  Finance  passed  a 
ioint  decree  to  require  that  importers  obtain  import  licenses  for  all  commercial 
importSs  prio?  to  importation  in  order  to  restrict  the  financing  of  imports 
through  illegal  financial  transactions.  The  U.S.  Customs  Advisory  Team  is 
gradually  securing  GVN  enforcement  of  this  decree.  Means  for  effectively  im- 
pfementSg  tSs  control  are  being  developed  through  an  ADP  system  for  corrobo- 
rating and  matching  import  licenses,  cargo  manifests,  and  Customs  entry 
documents  to  see  that  all  exchange  transactions  for  importations  represent 
merchandise  that  is  actually  imported.  ,.        .  ,^.i,        „„c,^„ahia  Ho 

ADP  controls  should  also  enable  the  GVN  to  determine,  with  a  reasonable  de- 
gree of  accuracy,  the  amount  of  revenue  being  lost,  discern  how  and  where 
the  revenue  is  lost,  and  forecast  revenue  projections  for  future  years. 

Improved  Customs  administration 

The  GVN  Customs  Directorate  does  not  have  an  internal  audit  capability  at 
present  as  that  concept  is  understood  in  developed  countries.  The  ADP  system 
I  discussed  earlier  is  expected  to  form  the  basis  for  anin<iePf"d^'i^  audit  to 
be  conducted  bv  the  Advisory  Team  after  fiscal  year  19(2.  The  ADP  system 
will  help  the  GVN  to  arrive  at  project  goals  regarding  illegal  currency  manipula- 
tion, narcotics  smuggling,  and  general  commercial  smuggling. 
Tightening  of  controls  at  Ton  Son  Nhut  Airport 

In  December  1970,  the  GVN,  with  assistance  from  personnel  of  the  U.S.  Customs 
Advisory  Team,  initiated  a  drive  to  choke  off  the  fiow  of  contraband  through 
Ton  Son  Nhut  Airport.  Besides  being  an  avenue  for  commercial  smuggling,  it 
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was  feared  that  Ton  Son  Nhut  was  also  an  important  entry  point  for  illicit 
narcotics. 

The  drive  to  cut  off  contraband  at  Ton  Son  Nhut  was  intensified  in  April 
1971  with  the  assignment  of  two  U.S.  Customs  advisors  full-time,  together  with 
personnel  on  temporary  duty,  to  the  airport  during  hours  when  flights  were 
arriving  or  departing.  At  this  time.  Ton  Son  Nhut  is  no  longer  believed  to  be 
a  major  entry  point  for  commercial  or  narcotics  smuggling,  although  isolated 
instances  are  believed  to  occur.  The  illicit  trade  has  been  diverted  to  other 
channels,  such  as  Da  Nang  and  border  areas.  The  Ton  Son  Nhut  project  is 
believed  to  have  had  some  effect  in  the  drop  in  the  black-market  piaster/dollar 
rate  below  400  to  1  to  371  to  1  as  of  July  19,  1971,  and  the  Advisory  Team  is 
continuing  to  encourage  the  GVN  to  maintain  tight  controls  at  Ton  Son  Nhut, 
as  the  GVN  acts  to  check  other  illegal  trafl5c. 

Training  program 

The  Bureau  of  Customs  is  providing  a  training  program  for  Vietname.'^e  customs 
officers.  Six  members  of  the  Vietnamese  Customs  Directorate  underwent  a  train- 
ing program  during  April  and  May  of  this  year  at  Bureau  headquarters,  the  Cus- 
toms National  Training  Center  at  Hofstra  University  on  Long  Island,  and  the 
Customs  regional  and  district  oflSces.  Ten  more  Fraud  Repres.^on  Service  and 
Boat  Fleet  officers  are  scheduled  for  training  in  the  United  States  during  fiscal 
year  1972.  When  these  oflScials  return  to  Vietnam  they  will  set  iip  training 
classes  for  their  fellow  officers. 

Mr.  Chairman,  in  conclusion,  I  wish  to  emphasize  that  the  executive  branch  Is 
determined  to  strengthen  efforts  to  curb  black  marketing  and  illicit  financial 
transactions  in  Vietnam.  As  part  of  this  continuing  effort,  we  have  established 
a  Treasury  Task  Force  on  International  Financial  and  Commercial  Crimes  and 
Frauds.  This  is  an  outgrowth  of  the  Task  Force  on  Bank  Secrecy.  The  Task  Force 
is  examining  this  broad  area  on  a  systematic  basis  and  will  be  developing  ways 
and  means  of  combatting  these  illegal  activities. 


Exhibit  35. — Statement  by  Assistant  Secretary  Rossides,  September  10,  1971, 
before  the  House  Committee  on  the  Judiciary,  Subcommittee  No.  4,  on 
H.R.  9223,  a  bill  to  increase  the  limit  on  dues  for  U.S.  membership  in  the 
International  Criminal  Police  Organization 

I  am  pleased  to  appear  before  you  and  the  other  distinguished  members  of  this 
subcommittee  in  support  of  H.R.  9223  which  increases  the  limit  on  dues  for  U.S. 
membership  in  the  International  Criminal  Police  Organization,  as  introduced  by 
Mr.  Celler  and  Mr.  Poff. 

The  bill  would  raise  the  ceiling  on  dues  from  $28,500  authorized  under  existing 
law,  the  Act  of  June  10,  1938  (22  U.S.C.  263a)  as  amended,  to  $49,000  and  would 
also  provide  for  payment  of  the  outstanding  balance  of  $20,170  for  calendar  year 
1970  dues. 

At  the  1969  INTERPOL  General  Assembly  in  Mexico  City,  the  membership 
approved  a  new  budget  due  to  rising  expenses,  expansion  and  improved  facilities 
which  raised  the  U.S.  membership  dues  to  the  equivalent  of  $48,670  a  year,  begin- 
ning with  calendar  year  1970.  This  share  represents  only  approximately  5  percent 
of  the  total  amount  of  dues  payable  and  is  equivalent  to  the  individual  shares 
paid  by  France,  Germany,  Italy,  and  the  United  Kingdom.  The  amount  of  dues 
paid  by  member  countries  is  reviewed  by  the  General  A.ssembly  every  3  years. 

The  International  Criminal  Police  Organization,  more  familiarly  referred  to 
by  its  cable  designation,  INTERPOL,  currently  is  comprised  of  109  member  coun- 
tries and  is  represented  in  the  United  States  by  the  Treasury  Department.  The 
purpose  of  INTERPOL,  as  stated  in  its  constitution  is  : 

"A.  To  insure  and  promote  the  widest  possible  assistance  among  all  criminal 
police  authorities  within  the  respective  limits  of  the  laws  existing  in  their  coun- 
tries ♦  *  ♦. 

"B.  To  establish  and  develop  all  institutions  likely  to  contribute  effectively  to 
the  prevention  and  suppression  of  crime." 

INTERPOL  is  the  catalyst  which  enables  the  police  of  the  world  to  coordinate 
effectively  their  work  in  law  enforcement  and  crime  prevention.  The  Organization 
is  forbidden  to  undertake  any  intervention  or  investigation  of  cases  having  a  poli- 
tical, military,  or  religious  character. 
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In  practical  terms,  INTERPOL  provides  the  mechanism  whereby  any  police 
or  investigative  agency,  whether  it  be  local,  county,  State,  or  Federal,  having  a 
requirement  for  foreign  investigation,  from  a  routine  criminal  name  check  to  a 
full  criminal  investigation  leading  to  the  gathering  of  evidence  and  subsequent 
arrest  and  extradition  of  a  fugitive,  can  communicate  their  needs. 

Each  participating  country  appoints  a  corresponding  national  central  bureau 
(NCB)  to  coordinate  and  channel  their  enforcement  agencies'  foreign  investiga- 
tive requirements. 

INTERPOL  Washington,  the  U.S.  national  central  bureau  located  in  the  Main 
Treasury  Building  in  Washington,  D.C.,  is  headed  by  a  Treasury  agent  of  the 
Secret  Service  and  has  telex  capabilities  to  communicate  directly  with  41  mem- 
ber countries  and  cable  facilities  to  the  remaining  countries.  In  addition,  our 
national  central  bureau  has  access  to  the  INTERPOL  international  radio  net- 
work consisting  of  all  the  member  countries  on  the  European  Continent  as  well 
as  many  in  South  America,  Africa,  and  Asia. 

During  the  past  2  years,  there  has  been  a  substantial  increase  in  the  number 
of  cases  originating  from  U.S.  enforcement  agencies.  Prior  to  1969,  cases  referred 
by  this  NCB  on  behalf  of  U.S.  enforcement  agencies  amounted  to  only  14  percent 
of  the  total  case  load  of  this  bureau.  During  fiscal  year  1970,  34  percent,  and  in 
fiscal  year  1971,  37  percent  of  the  case  load  was  on  behalf  of  U.S.  interests.  The 
New  York  City  and  Los  Angeles  Police  Departments,  as  well  as  others,  now  refer 
all  their  foreign  requirements  through  this  NCB. 

In  fiscal  year  1971  our  INTERPOL  bureau  processed  a  total  of  1,795  cases  rep- 
resenting a  39-percent  increase  over  fiscal  year  1970  and  a  64-percent  increase  over 
fiscal  year  1969.  Of  these,  478  were  for  Federal  enforcement  agencies,  an  increase 
of  56  percent  over  the  previous  fiscal  year  and  an  increase  of  268  j)ercent  over 
fiscal  year  1969. 

An  example  of  a  case  which  exemplified  INTERPOL  cooperation  occurred  on 
May  26  of  this  year  when  INTERPOL  Damascus  notified  INTERPOL  Washing- 
ton of  a  suspected  shipment  of  narcotics  aboard  a  non-U. S. -flag  aircraft  originat- 
ing in  Damascus  and  destined  for  Hollywood,  Calif.  On  the  basis  of  this  intelli- 
gence, the  Bureau  of  Customs  seized  over  200  pounds  of  hashish  in  Hollywood 
on  June  3. 

In  March  of  this  year,  INTERPOL  Washington  was  contacted  by  INTERPOL 
Teheran  requesting  investigation  of  an  Iranian  national  in  the  United  States 
suspected  of  having  knowledge  of  the  theft  of  a  Koran  from  a  museum  in 
Teheran.  The  investigation  determined  that  the  Koran  was,  in  fact,  brought 
into  the  United  States  in  December  1969  without  being  declared  to  the  Bureau 
of  Customs.  Because  of  this  illegal  entry  the  book  was  seized  in  San  Francisco 
on  Apri:  15,  just  2  days  prior  to  its  being  scheduled  for  auction.  The  Koran, 
which  is  considered  priceless  by  the  Iranian  Government,  was  returned  to  the 
Ambassador  of  Iran  or  June  3. 

Utilizing  the  worldwide  facilities  of  INTERPOL,  the  Los  Angeles  District 
Attorney's  oflSce  in  February  was  successful  in  convicting  an  individual  for  the 
murder  of  a  Los  Angeles  resident.  The  murder  occurred  in  southern  Switzerland. 
The  murderer  received  life  imprisonment.  In  a  letter  of  appreciation  to  the 
Chief,  INTERPOL  Washington,  the  district  attorney  stated  that  the  conviction 
of  the  murderer  would  not  have  been  possible  without  the  assistance  of 
INTERPOL. 

The  General  Secretariat,  located  in  St.  Cloud,  France,  staffed  by  police  of- 
ficers on  assignment  from  the  French  Surete  and  the  Prefecture  as  wel"  as  from 
numerous  other  countries  maintain  identification  files,  fingerprints,  photographs, 
et  cetera,  on  known  international  criminals  and  furnish  member  countries  with 
studies,  reports,  and  intelligence  on  the  activities  of  individuals  and  groups 
engaging  in  international  criminal  operations. 

Mr.  Chairman,  the  Department  of  the  Treasury  believes  the  benefits  from  mem- 
bership in  INTERPOL  are  substantial  and  that  the  costs  are  minimal.  We  urge 
enactment  of  H.R.  9223.  

Exhibit  36.— Statement  by  Assis*an^  Secretary  Rossides,  September  14,  1971, 
before  the  Senate  Subcommittee  to  Investigate  Juvenile  Delinquency  on 
legislation  to  amend  the  Gun  Control  Act  of  1968 

I  am  pleased  to  appear  here  today  to  testify  on  legislation  to  amend  the  Gun 
Control  Act  of  1968,  to  prohibit  federally  licensed  dealers  from  selling  to  the 
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public  any  firearm,  other  than  a  rifle  or  shotgun,  which  the  Secretary  of  the 
Treasury  determines  to  be  unsuitable  for  "sporting  purposes"  based  upon  stand- 
ards established  pursuant  to  section  925(d)  of  the  act.  This  is  the  proposed 
amendment  of  Chairman  Bayh.  The  design  of  this  proposal  is  to  prohibit  do- 
mestic sale  of  the  so-called  "Saturday  night  specials."  ' 

We  are  all  generally  familiar  with  the  problems  presented  by  the  so-called 
"Saturday  night  specials."  No  precise  definition  exists  as  to  the  type  of  firearm 
contemplated  by  this  term,  but  we  consider  "Saturday  night  specials"  to  cover 
inexpensive,  poorly  made  handguns  retailing  under  $30  with  some  retailing  for 
as  little  as  $5  or  $6.  Such  handguns  are  inaccurate,  unreliable,  and  unsafe  and 
do  not  serve  sporting  purposes  or  law  enforcement  or  self-protection  needs. 

This  administration  has  long  opixised  "Saturday  night  specials"  and  testified 
to  this  effect  as  early  as  July  of  1969  before  this  subcommittee.  We  want  to  work 
with  the  Congress  in  finding  appropriate  solutions  to  this  problem.  We  believe 
that  over  1  million  such  handguns  were  produced  in  the  United  States  during 
1970.  About  half  of  that  number  were  assembled  predominantly  from  foreign- 
produced  and  imported  parts.  The  Gun  Control  Act  prohibits  imports  of  such 
handguns,  but  does  not  prohibit  importation  of  their  parts.  Consequently,  a  new 
industry  has  emerged — that  of  a.s.sembling  such  cheap  handguns  incorporating 
foreign-products  parts.  We  estimate  that  the  other  half  million  such  firearms 
produced  and  marketed  during  1970  incorporate  all  domestically-produced  parts. 

The  prohibitions  against  importation  of  firearms  established  by  the  1968 
act  created  a  trade  discrimination  problem  in  conflict  with  the  General  Agree- 
ment on  Trade  and  Tariffs.  The  agreement  requires  uniform  treatment  for 
"like  products."  This  means,  in  effect,  that  we  should  permit  any  firearm  to 
be  imported  that  we  permit  to  be  produced  domestically.  We  now  restrict 
imports  of  firearms  but  have  virtually  no  restriction  on  domestic  production 
of  firearms. 

Seven  nations  have  filed  formal  protests  with  the  State  Department  about 
the  import  control  provisions  of  section  925(d)  of  the  act.  These  protests  con- 
tend that  the  restrictions  violate  the  Agreement.  Any  amendment  to  the  Gun 
Control  Act  should  apply  the  same  criteria  to  both  domestically  produced 
and  imported  guns.  That  would  solve  the  GATT  problem. 

We  share  the  committee's  objective  of  banning  the  "Saturday  night  special." 
However,  we  believe  that  standards  of  safety  and  reliability — rather  than  the 
"sporting  purposes"  test— will  be  more  effective.  Such  standards  will  also  avoid 
other  problems  that  the  sporting  purposes  test  may  create.  For  example,  restric- 
tion to  the  sporting  purpo.ses  test  may  prohibit  manufacture  and  sale  of  handguns 
that  serve  police  and  law  enforcement  purposes  and  those  possessed  primarily 
for  self-protection  and  other  lawful  purposes. 

Such  prohibition  would  conflict  with  the  stated  purposes  of  the  act : 

"♦  *  *  it  is  not  the  purpose  of  this  title  to  place  any  undue  or  unnecessary 
Federal  restrictions  or  burdens  on  law-abiding  citizens  with  respect  to  the 
acquisition,  possession,  or  use  of  fireanns  appropriate  to  the  puriw.se  of  hunting, 
trapshooting,  target  shooting,  personal  protection,  or  any  other  lawful  activity, 
and  that  his  title  is  not  intended  to  discourage  or  eliminate  the  private 
ownership  or  use  of  firearms  by  law-abiding  citizens  for  lawful  purposes." 

As  is  known  to  this  subcommittee,  we  have  contracted  with  the  H.  P.  White 
Laboratory  in  Maryland  to  conduct  tests  to  develop  the  information  we  need 
to  formulate  the  objective  standards  we  seek  on  safety  and  reliability  for  hand- 
guns. The  tests  began  in  February  and  the  final  report  is  in  prepnration.  As 
soon  as  we  have  the  findings  we  will  bring  together  a  group  of  individuals  repre- 
senting a  broad  spectrum  of  public  interest  in  this  area  to  analyze  and  draw 
from  the  test  data  recommendations  for  legislation. 

As  a  product  of  these  efforts  the  administration  intends  to  submit,  hope- 
fully to  this  session  of  the  Congress,  legislation  detailing  objective  standards 
which  we  believe  will  better  meet  the  problems  at  which  the  sporting  purpose 
proposal  is  aimed.  The  administration  respectfully  requests  that  before  taking 
final  action  in  this  area  the  subcommittee  allow  us  an  opportunity  to  present 
such  legislation. 
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Exhibit  37. — Remarks  of  Assistant  Secretary  Rossides,  December  13,  1971, 
before  the  National  Narcotics  and  Dangerous  Drugs  Enforcement  Associa- 
tion, Washington,  D.C.,  on  the  administration's  action  to  combat  drug  abuse 

Let  me  begin  on  a  note  of  hope  and  with  a  challenge. 

In  my  judgment,  President  Nixon's  war  against  drug  abuse  is  succeeding.  He 
has: 

(1)  Arrested  the  U.S.  incredible  downward  slide  into  drug  abuse  ; 

(2)  Alerted  the  international  community  to  the  global  problem  of  drug 
abuse.  More  has  been  done  by  the  international  community  to  attack  drug 
abuse  in  the  last  2^/^  years  than  in  the  previous  25  years. 

But  let  there  be  no  false  optimism.  We  have  a  long  and  steep  climb  ahead 
of  us  just  to  return  to  the  level  from  which  we  fell.  It  will  require  the 
active  participation  of  all  of  us.  However,  I  am  confident  that  the  challenge 
will  be  met. 

The  challenge  facing  the  over  350,000  men  and  women  in  the  State  and  local 
law  enforcement  community,  the  first  line  of  defense  internally  against  drug 
abuse,  is  to  galvanize  into  action  against  drug  abuse  on  a  24  hour-a-day,  7-day- 
a-week  basis. 

President  Nixon's  war  on  drug  abuse 

Let  me  describe  the  President's  multidimensional  program — a  program  as 
innovative  in  concept  and  as  bold  in  action  as  his  new  economic  policy. 

President  Nixon  started  his  war  on  drugs  the  first  month  of  his  administration 
when  he  established  the  Interdepartmental  Task  Force  on  Narcotics,  Marijuana, 
and  Dangerous  Drugs  that  led  to  Operation  Intercept  in  September  1969  and 
Operation  Cooperation  in  October  1969.  He  has  escalated  that  war  with  a 
series  of  action  programs,  and  progress  has  been  made. 

First,  he  elevated  the  drug  problem  to  the  foreign  policy  level  and  has  taken 
personal  initiatives  in  soliciting  the  cooperation  of  other  governments. 

Second,  he  placed  particular  emphasis  on  the  crucial  roles  of  education,  re- 
search, and  rehabilitation  and  provided  increased  funds  in  these  three  essential 
areas. 

Third,  he  recommended  differentiation  in  the  criminal  penalty  structure  be- 
tween heroin  and  marijuana,  and  flexible  provisions  for  handling  first  offenders. 

Fourth,  he  stressed  total  community  involvement- — the  private  sector  as  well 
as  governmental  agencies — in  this  antidnig-abuse  drive. 

Fifth,  he  provided  a  substantial  increase  in  budgetary  support  for  Federal 
law  enforcement  in  this  area. 

Sixth,  he  recognized  the  central  role  of  the  States  and  the  need  for  close 
Federal-State  cooperation  in  a  unified  drive  against  drug  abuse. 

In  this  program  we  have  .«een  for  the  first  time  the  total  involvement  of 
the  institution  of  the  Presidency  in  the  battle  against  drug  abuse.  It  is  this  pro- 
gram that  has  given  me  the  basis  for  the  en  unions  ontimism  I  am  expressing. 
In  my  opinion,  drug  abuse  has  reached  its  peak  and  has  leveled  out.  Perhaps 
it  has  even  begun  to  recede.  But  cert:iinly  1  am  aw  ire.  as  ench  of  you  is.  that 
we  have  a  long  hard  battle  ahead  of  us  to  bring  that  line  back  down  to  the 
level  on  the  chart  from  which  it  started  ! 

1.  Foreign  policy  and  presidential  initiative. — One  of  the  serious  errors  of  the 
past  was  the  failure  to  appreciate  drug  abuse  as  a  worldwide  problem  calling  for 
an  international  response.  Prior  to  this  administration,  international  activity  by 
the  United  States  was  principally  on  the  enforcement  level. 

President  Nixon  raised  drug  abuse  to  the  foreign  policy  level  at  the  beginning 
of  his  administration  and  took  personal  initiatives  to  elicit  the  cooperation  of 
other  governments.  The  aim  of  our  diplomatic  efforts  is  to  have  each  nation  do  its 
share  and  meet  its  responsibilities  in  the  worldwide  war  against  drug  abuse. 

In  September,  the  President  announced  creation  of  a  Caltinet  Committee  on 
International  Narcotics  Control  under  the  chairmanship  of  Secretary  of  State 
William  P.  Rogers.  This  formalized  an  ad  hoc  procedure.  Seci'etary  Connally  is 
a  member  of  the  Committee,  along  with  Secretary  Laird,  Attorney  General 
Mitchell,  Director  Helms,  and  Ambassador  Bush.  The  committee  is  responsible 
for  the  formulation  and  coordination  of  all  policies  of  the  Federal  Government 
relating  to  the  eroal  of  curtailing  and  eventually  eliminating  the  flow  of  illegal 
narcotics  and  dangerous  drugs  into  the  United  States  from  abroad. 
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Through  the  use  of  diplomacy  we  have  achieved  a  substantial  advance  in  our 
objectives.  Important  news  was  the  joint  announcement  on  June  30, 1971  by  Prime 
Minister  Erim  of  Turkey  and  President  Nixon  that  Turkey  decreed  that  after  the 
1-year  delay  required  by  the  law  of  Turkey,  cultivation  of  the  opium  poppy  would 
no  longer  be  legal  in  Turkey.  Progress  of  a  similar  kind  was  made  in  another  part 
of  the  world  when  the  Royal  Laotian  Government  adopted  a  new  law  outlawing 
opium  production  and  trafficking  in  that  country. 

We  have  sought  to  stimulate  multilateral  action  through  the  United  Nations. 
The  United  States  has  contributed  $1  million  to  a  U'N  special  action  fund  and  has 
pledged  a  second  million.  We  also  seek  multinational  support  for  amendments 
to  strengthen  the  1961  Single  Convention  on  Narcotics. 

The  President's  words  in  his  address  to  the  United  Nations  on  its  25th  Aiml- 
versary  in  October  1970  sum  up  the  problem  : 

"It  is  in  the  world  interest  that  the  narcotics  traffic  be  curbed.  Drugs  pol- 
lute the  minds  and  bodies  of  our  young,  bring  misery,  violence,  and  human  and 
economic  waste.  This  scourge  of  drugs  can  be  eliminated  through  international 
cooperation." 

Examples  of  the  type  of  cooperation  which  have  already  been  achieved  under 
the  President's  program  are  the  bilateral  arrangements  with  Canada  and  Mexico 
for  cooperation  and  mutual  assistance  along  our  borders,  and  with  France  and 
Turkey  to  control  drug  trafficking  and  smuggling.  Most  of  the  European  nations 
now  realize  that  they  have  their  own  drug  problem. 

The  so-called  golden  triangle  where  Burma,  Laos,  and  Thailand  converge  is 
probably  the  most  extensive  area  of  illegal  production,  producing  approximately 
half  of  the  world's  illicit  output  of  opium.  Until  fairly  recently  this  opium  produc- 
tion was  consumed  by  East  Asia  addicts.  However,  white  96  to  9S  percent  pure 
heroin  which  appeared  recently  is  aimed  almost  entirely  at  U.S.  servicemen  in 
Vietnam.  The  U.S.  Government  with  the  full  cooperation  of  the  Government  of 
South  Vietnam  is  devoting  major  attention  to  bringing  this  problem  under  control. 
The  Department  of  Defense  has  made  this  a  matter  of  the  highest  priority  and 
substantial  progress  has  been  made. 

Recently  the  United  States  and  Thailand  signed  a  memorandum  of  understand- 
ing which  provides  a  framework  for  major  efforts  in  suppressing  illegal  traffic 
in  dangerous  drugs.  Thailand,  recognizing  there  is  a  serious  problem,  has  pledged 
a  full  effort  to  combat  drug  trafficking  within  and  smuggling  across  its  borders. 
We  are  also  examining  with  other  governments  in  Southeast  Asia  what  can  be 
done  to  stop  the  traffic  in  heroin. 

More  has  been  done  by  the  international  community  to  attack  drug  abuse  in  the 
last  2y2  years  than  in  the  previous  25  years.  Much  more,  however,  has  to  be  done, 
particularly  against  illegal  narcotics  trafficking  and  corruption. 

2.  Education,  research,  and  rehabilitation. — The  proposal  for  the  creation  of 
the  Special  Action  Office  for  Drug  Abuse  Prevention  now  being  considered  by 
Congress  is  an  important  step.  Tliat  Office  will  coordinate  Federal  action  in  the 
fields  of  education,  research,  and  rehabilitation. 

The  drug  abuse  problem  has  long  been  recognized  as  one  of  both  supply  and 
demand,  and  President  Nixon's  response  has  been  guided  accordingly.  While  we 
are  working  to  eliminate  the  supply  at  the  sources,  to  stop  the  snuiggling  of  illicit 
drugs  into  the  United  States,  and  to  stop  the  distribution  of  illicit  drugs  inter- 
nally, eliminating  the  demand  for  drugs  among  our  young  is  also  central  to 
success. 

The  key  to  eliminating  the  demand  for  drugs  lies  in  education.  The  vast  major- 
ity of  youth  when  given  access  to  the  facts  will  i-eject  drug  abuse  as  against  their 
own  self-interest  as  well  as  against  the  interest  of  their  Nation. 

President  Nixon  is  convinced  that  much  of  our  problem  is  attributable  to  the 
mass  of  misinformation  and  street-corner  mythology  which  has  filled  the  vacuimi 
left  by  our  failure  in  the  past  to  deal  with  the  young  on  a  mature,  reasoned,  and 
factual  basis.  In  the  past,  our  Government  took  the  easy  but  ineffective  route  of 
"do  as  I  say  because  I  say  so"  rather  than  the  more  difficult  route  of  clearly 
presenting  the  facts  necessary  for  informed  decision. 

In  his  June  17,  1971,  message,  wliich  included  the  recommendation  for  the 
creation  of  the  Special  Action  Office.  President  Nixon  stressed  "reclamation  of  the 
drug  user  himself,"  and  requested  congressional  approval  of  a  total  of  ,$105  mil- 
lion in  addition  to  funds  already  contained  in  the  fiscal  year  1972  budget  to  be 
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used  solely  for  the  treatment  and  rehabilitation  of  drug-addicted  individuals.  He 
asked  the  Congress  to  provide  an  additional  $10  million  in  funds  to  increase  and 
improve  education  and  training  in  the  field  of  dangerous  drugs.  This  will  increase 
the  money  available  for  education  and  training  to  more  than  $24  million. 

3.  Differentiation  in  penalty  structure  and  flexible  provisions  for  hatidlinff  first 
offenders. — President  Nixon  realized  that  the  provisions  concerning  penalties 
in  the  laws  already  in  effect  before  the  passage  of  the  Controlled  Dangerous  Sub- 
stances Act  of  1970  had  created  substantial  problems  of  credibility  in  dealing  with 
the  youth  of  our  country.  Treating  marijuana  as  though  it  were  the  same  as 
heroin  created  serious  problems  in  convincing  young  people  who  were  conditioned 
to  be  skeptical  of  all  established  programs  that  there  was  any  logic  or  reason  in 
the  attack  on  drug  abuse.  The  minimum  mandatory  penalties  created  serious 
problems  for  prosecutors  and  judges  dealing  with  first  offenders. 

While  the  penalty  provisions  of  the  Drug  Abuse  Act  of  1970  are  the  same  for 
heroin  and  marijuana,  the  essence  of  the  President's  proposal  was  adopted  by  the 
repeal  of  the  minimum  mandatory  sentence  provisions  that  under  many  circum- 
stances required  prison  terms,  without  probation  or  parole,  for  handling  even  the 
smallest  quantities  of  marijuana.  This  permits  the  courts  to  make  reasonable  dis- 
tinctions between  youths  with  small  quantities  of  marijuana  and  dealers  in 
heroin. 

The  courts  were  also  granted  the  important  discretion  on  any  drug  offense  to 
clean  the  slate  on  the  first  offender  by  striking  from  the  record  mention  of  the  first 
offense  without  adjudication  of  guilt. 

4.  Action  within  the  private  sector. — The  President  has  stressed  that  the 
private  sector  must  provide  community  leadership  in  organizing  drug  abuse 
educational  and  other  action  programs.  Religious  organizations  and  educational, 
community,  and  civic  groups  such  as  Parent-Teacher  Associations,  Rotary, 
Kiwanis,  Chamber  of  Commerce,  and  Jaycees  are  best  equipped  to  get  directly 
into  the  home  where  they  can  assist  parents  in  handling  the  prob)ems  of  drug 
abuse  with  intelligence  and  credibility.  Effects  of  the  President's  program  to 
get  private  persons  and  groups  involved  in  the  attack  on  the  drug  program  are 
being  seen  and  felt. 

In  my  judgment,  no  community  will  win  its  war  on  drug  abuse  unless  it 
cooperates  fully  with  its  law  enforcement  agencies. 

5.  Law  enforcement. — Since  January  1969,  President  Xixon  has  increased  sub- 
stantially the  budgets  of  the  two  Federal  agencies  primarily  concerned  with  drug 
law  enforcement — the  Bureau  of  Narcotics  and  Dangerous  Drugs  of  the  Depart- 
ment of  Justice  and  the  Treasury's  Bureau  of  Customs — and  has  initiated  a 
major  new  Treasury  enforcement  program  of  tax  investigations  by  the  Internal 
Revenue  Service  of  middle  and  upper  echelon  narcotics  traffickers. 

Treasury's  role  in  the  President's  antiheroin  action  program 

Treasury's  Bureau  of  Customs,  the  Nation's  first  line  of  defense  against 
heroin  smuggling,  has  achieved  spectacular  success. 

During  his  1968  campaign  the  President  called  for  an  increase  in  Customs 
manpower.  In  his  message  of  July  14,  1969.  he  to'd  the  Congress  that  he  had 
directed  the  Secretary  of  the  Treasury  to  initiate  major  new  efforts  to  guard 
the  ports  and  borders.  He  backed  this  up  with  a  substantial  antinarcotic  supple- 
mental budget  request.  The  Congress  responded  with  full  bipartisan  support  in 
December  1969  by  passing  an  appropriation  for  8.75  million  for  915  additional 
men  and  for  equipment  for  customs. 

The  hiring  of  these  people,  begun  in  January  1970  and  completed  in  June 
of  that  year,  has  produced  remarkable  results.  Most  dramatic  is  the  increase 
in  seizures  of  hard  drugs  which  in  fiscal  year  1971  totalled  over  1,200  pounds,  far 
in  excess  of  the  amount  seized  in  the  preceding  7-year  period.  Increases  in  the 
seizures  of  marijuana  and  dangerous  drugs  were  also  very  substantial.  Major 
seizures  of  pure  heroin  by  Customs  since  the  fa'l  of  last  year  have  included: 
94  pounds  (October  1970 — Miami)  ;  210  pounds  (December  1970 — Miami)  ;  58 
pounds  (January  1971 — San  Juan,  P.R.)  ;  97  pounds  (April  1971 — Newark)  :  155 
pounds  (May  1971 — Miami)  ;  246  pounds  (May  1971 — San  Juan)  ;  156  pounds 
(July  1971 — New  York)  ;  24  pounds  (August  1971— Laredo)  ;  186  pounds  (Sep- 
tember 1971 — New  York)  ;  69  pounds  (September  1971 — Miami)  ;  39  pounds 
( October  1971— New  York ) . 
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The  effect  is  most  dramatically  evident  in  the  statistics  comparing  the  seizures 
in  the  11  months  of  1971  with  the  same  period  of  the  previous  year  (see  table). 
In  the  11  months  of  calendar  1971  Customs  has  seized  1,315  pounds  of  pure 
heroin,  as  compared  to  137  pounds  for  the  same  period  last  year. 

This  amount  of  heroin  would  have  produced  about  95.680,000  doses  (based  on 
100-milligram  doses  of  5  percent  heroin),  and  at  an  average  price  of  $6  per  dose 
would  have  sold  for  $574  million  at  street  price.  The  Treasury  special  agents, 
inspectors,  import  specialists,  and  support  personnel  of  Customs  deserve  high 
praise  for  this  remarlcable  performance. 

We  feel  that  these  huge  seizures  of  heroin,  in  addition  to  causing  appreciable 
financial  losses  to  the  traflSckers  who  owned  the  seized  contraband,  have  had 
some  effect  on  the  supply.  Obviously  it  is  impossible  to  obtain  completely  reliable 
statistics  on  any  part  of  this  illegal  traffic.  However,  there  are  some  indications 
that  the  supply  has  been  affected. 

These  results,  under  the  dynamic  leadership  of  Commissioner  Myles  J.  Ambrose, 
took  dedication,  imagination,  and  total  commitment  of  forces. 

Expanded  Customs  program — 1971 

The  President,  in  his  program  announced  on  June  17,  1971,  recognized  these 
accomplishments  of  Customs  and  proposed  a  budget  amendment  to  fund  major 
additions  to  equipment  and  1,000  additional  personnel.  The  Congress,  with  bi- 
partisan support,  acted  swiftly,  passing  the  appropriation  bill  on  June  30. 

The  additional  funds  will  provide  for  major  equipment  additions,  principally 
aircraft  and  boats,  with  appropriate  detection  systems  for  both  new  craft  and 
those  in  current  inventory.  The  current  intelligence  indications  of  extensive 
smuggling  by  unscheduled  planes  and  boats  create  this  substantial  need  for 
detection,  communication,  and  interception  resource.  These  will  have  particular 
impact  along  the  Mexican  border  and  against  small  craft  making  end-runs 
into  Southern  California,  Florida,  and  Texas. 

Customs-to-Customs  cooperation 

Treasury  early  in  this  administration  established  a  policy  of  fostering  and 
strengthening  cooperation  between  and  among  the  Customs  Services  of  the 
various  countries  as  one  part  of  the  antidrug-smuggling  program  designed  to 
disrupt  the  traffic  in  drugs  between  countries.  The  Bureau  of  Customs  was 
directed  to  put  the  policy  into  effect. 

The  first  Customs-to-Customs  contact,  and  the  ones  that  have  resulted  in 
the  most  cooperation,  have  been  with  our  neighbors  to  the  north  and  south. 
In  discussions  with  the  Governments  of  Mexico  and  Canada,  we  have  improved 
cooperation  in  the  attack  on  the  drug  traffic  through  Customs-to-Customs 
cooperation. 

Treasury  obtained  authorization  and  appropriations  for  U.S.  Customs  to  become 
a  full  member  of  the  Customs  Cooperation  Council.  This  is  an  organization 
of  the  Customs  Services  of  more  than  60  nations.  At  its  annual  meeting  In  Vienna 
in  June  of  this  year,  this  Council  adopted  a  resolution  calling  for  its  member 
countries  to  exchange  information  on  illicit  traffic  in  narcotic  drugs  and  psycho- 
tropic substances.  Previously,  the  Customs  Services  of  many  countries  had  paid 
little  attention  to  the  drug  traffic.  Now  we  have  made  progress  on  Customs-to- 
Customs  cooperation  in  both  Europe  and  Southeast  Asia. 

Tax  investigations  of  major  narcotics  traffickers 

Treasury's  Internal  Revenue  Service  Is  embarked  on  a  major  Presidential  pro- 
gram designed  to  take  the  profit  out  of  the  illegal  revenue  In  the  narcotics 
trade  and  thus  further  disrupt  the  traffic  by  conducting  systematic  tax  investlga- 
tioRS  of  middle  and  upper  echelon  narcotics  traffickers,  smugglers,  and  financiers. 
These  are  the  people  who  are  generally  insulated  from  the  daily  operations  of 
the  drug  traffic  through  a  chain  of  intermediaries. 

We  feel  that  this  program  and  the  increased  effectiveness  of  the  antlsmngg'ing 
program  will  bolster  each  other  in  taking  the  profits  out  of  narcotics  trnfficking. 

Reflecting  the  high  priority  given  this  program  by  the  President,  Congress 
provided  financial  .support  for  it  amounting  to  ,$7.5  million  In  fiscn'  1072  and 
authorization   for  541   additional  positions — 200   special   agents,   200   revenue 
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agents,  and  141  support  personnel.  The  Internal  Revenue  Service  has  assigned 
more  than  100  experienced  special  agents  and  more  than  100  experienced  revenue 
agents  full  time  to  this  program.  Additional  experienced  agents  are  presently 
being  phased  into  the  program. 

Treasury  has  coordinated  its  efforts  with  all  interested  Federal  agencies  and 
is  actively  seeking  the  maximum  cooperation  of  State  and  local  enforcement 
agencies  as  well.  This  is  a  vital  feature  of  this  program. 

I  am  pleased  to  inform  you  that  as  of  December  1,  1971,  a  short  5  months  from 
the  beginning  of  this  program,  IRS  has  under  active  tax  investigation  292 
middle  and  upper  echelon  narcotics  traffickers,  smugglers,  and  financiers.  We 
believe  that  this  program  will  make  a  major  additional  contribution  to  the 
President's  offensive  against  drug  anuse. 

6.  Central  role  of  the  States  and  Federal-State  cooperation. — The  President 
has  stressed  that  Federal-State  cooperation  is  one  of  the  essentinl  vh  mcnts 
for  success  in  the  struggle  against  drug  abuse.  This  administration  is  working 
closely  with  the  States  to  bring  this  about.  Except  for  certain  areas  of  special 
Federal  interest,  law  enforcement  and  our  educational  and  medical  systems 
have  been  and  must  continue  as  essentially   State  and  local   responsibilities. 

The  Federal  Government  has  worked  with  the  States  to  help  them  carry  out 
their  law  enforcement  responsibilities.  Substajntial  funds  have  been  made 
available  through  the  Law  Enforcement  Assistance  Administration.  Some  States, 
notably  New  York  and  California,  and  the  District  of  Columbia,  have  done 
substantial  work  in  these  fields,  but  in  most  States  only  the  very  beginnings  of 
the  attack  that  will  be  necessary  have  been  made. 

The  challenge  to  State  and  local  law  enforcement  agencies 

The  over  350,000  officers  in  State  and  local  police  departments  are  the  first 
line  of  defense  against  the  illegal  internal  distribution  and  the  sale  of  drugs  in  the 
United  States.  I  submit  that  : 

1.  In  addition  to  specialized  courses  for  narcotics  squads,  all  should  receive 
an  intensive  antinarcotics  course  as  part  of  their  required  basic  and  refresher 
training. 

2.  Procedures  for  the  exchange  of  drug  information  with  other  law  enforce- 
ment agencies  on  the  Federal,  State,  and  local  level  must  be  strengthened  and 
become  routine. 

3.  Word  must  be  passed  to  the  drug  traffickers — and  in  a  manner  to  be  believed — 
to  get  out  of  the  illegal  drug  traffic. 

4.  The  sense  of  mission  must  be  strengthened  so  that  all  consider  drug  enforce- 
ment to  be  a  24-hour-a-day,  7-day-a-week  profession. 

Because  of  the  fine  cooperation  that  has  existed  between  State  and  local  law 
enforcement  agencies  and  our  several  Treasury  enforcement  agencies,  I  know 
the  potential  for  effective  law  enforcement  that  exists  in  the  SoO.OOO  Stnte  and 
local  police  officers.  The  challenge  to  you  is  to  galvanize  into  the  war  against 
drug  abuse  every  police  officer  on  every  beat  or  squad  in  every  precinct  of  the 
United  States. 

Japan  had  a  serious  heroin  problem  after  World  War  II.  Strict  enforcement 
by  its  police  and  customs  officers  played  a  major  role  in  practically  stamping  out 
heroin  use  in  Japan.  Narcotics  enforcement  courses  are  a  requirement  for  each 
of  the  40,000  members  of  the  Tokyo  Police  Department. 

I  have  mentioned  our  program  of  intensified  tax  investigations  of  the  narcotics 
traffickers.  This  is  one  place  where  State  and  local  officers  can  benefit  their  own 
programs  as  well  as  assist  us  in  ours. 

They  can:  (1)  Furnish  information  to  help  us  make  the  cases  we  are  now 
investigating  and  (2)  report  to  us  persons  who  are  impor'^ant  in  the  narcotics 
traffic,  but  against  whom  they  can't  get  evidence  enough  to  make  a  narcotics 
case  that  will  stick.  Those  are  the  ones  against  whom  this  project  is  primarily 
directed. 

In  summary,  I  leave  you  with  a  reason  to  hope  and  a  challenge  to  meet.  Pres- 
ident Nixon  has  moved  on  several  fronts  to  marshal  the  resources  of  our  own 
Nation  into  a  multidimensional,  coordinated  Federal-State  response.  And  the 
President  has  alerted  the  nations  of  the  world  ♦^o  the  international  menace  of 
drug  abuse  and  enlisted  their  active  support.  Therein  lies  our  hope  and  challenge. 
The  outcome  of  this  effort  will  determine  the  future  of  a  generation. 
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Narcotic  and  drug  seizures  first  11  months  of  calendar  years  1970  and  1971 

mo  mi  1 

Number  of  seizures: 

Heroin 280  823 

Opium 86  101 

Cocaine 123  206 

Other  narcotics 265  238 

Marijuana 6,606  6,709 

Hashish 1,017  1,663 

Dangerous  drugs 1,309  1,291 


Totals 8,676  9,631 


Quantity  in  pounds: 

Heroin 137.26  1,316.03 

Opium 26.96  66.326 

Cocaine 270.24  106.936 

Other  narcotics 16.63  89.72 

Marijuana 131,595.42  170,739.79 

Hashish 3,664.02  6,986.67 

Dangerous  drugs  (5-grain  units) 8,981,877  4,331,060 

1  Preliminary  figures. 

Exhibit  38. — Remarks  of  Assistant  Secretary  Rossides,  January  25,  1972,  before 
the  New  York  City  Chamber  of  Commerce,  New  York,  N.Y.,  concerning  the 
Department  of  the  Treasury's  program  to  stop  theft  of  international  cargo 

It  is  a  pleasure  to  be  here  today  to  discuss  with  you  the  Treasury  Depart- 
ment's program  to  curtail  theft  of  international  cargo.  Early  in  this  administra- 
tion. President  Nixon  directed  an  all-oui  drive  against  drug  smuggling  and  orga- 
nized crime.  These  became  Treasury's  highest  priorities  in  the  area  of  law- 
enforcement.  The  long-neglected  problem  of  cargo  theft  fell  into  both  these 
priority   areas. 

The  three  points  I  will  cover  with  you  today  are : 

1.  Treasury's  proposed  legislation,  the  Customs  Port  Security  Act.  Passage 
of  this  legislation  would,  in  my  judgment,  result  in  the  reduction  to  a  minimum 
of  cargo  theft  at  the  New  York  airports  and  all  other  airports  of  entry  throughout 
the  United  States  within  6  months  to  1  year,  and  a  substantial  reduction  of  cargo 
theft  in  New  York  Harbor  and  at  all  seaports  of  entry  within  1  year. 

2.  The  issuance  today  by  the  Treasury  Department  of  "Standards  for  Cargo 
Security."  We  hope  that  these  standards  will  receive  the  full  cooperation  of  in- 
dustry and  result  in  a  reduction  in  cargo  theft. 

3.  The  commencement  of  pilot  projects  on  the  New  York  and  San  Francisco 
waterfronts. 

Background 

Before  discussing  these  points  let  me  explain  the  perspective  from  which 
Treasury  sees  its  involvement  in  the  matter  of  cargo  security. 

The  gravity  of  the  cargo  theft  problem  is  well  known  to  all  of  you.  While  the 
direct  dollar  loss  is  in  the  millions  of  dollars,  business  suffers  in  other  ways : 
Insurance  premiums  are  increased ;  export  sales  and  markets  may  be  lost : 
manufacturing  schedules  may  be  delayed  and  workers  laid  off  due  to  lack  of 
foreign  components ;  and  stolen  merchandise  is  peddled  by  the  underworld  in 
competition  with  legitimate  businesses,  including  the  importers  from  whom 
the  property  was  stolen. 

The  Treasury  also  loses  because  Customs  may  not  be  able  to  collect  duty  on 
cargo  which  has  been  stolen  and  because  lower  income  taxes  are  paid  by  im- 
porters who  (1)  fail  to  receive  stolen  merchandise  which  they  would  otherwise 
sell  at  a  profit  and  (2)  claim  a  deduction  on  their  income  tax  returns  for  un- 
insured theft  losses.  The  loss  of  export  cargo  also  has  an  obvious  effect  on  our 
critical  balance  of  payments  situation. 

From  the  moment  that  imported  merchandise  is  unloaded  from  an  aircraft  or 
vessel  at  a  U.S.  port  of  entry  it  is  under  "Customs  custody."  It  remains  in  Cus- 
toms custody  until  it  is  released  by  Customs  for  entry  into  the  comnien'e  of  the 
United  States.  After  this  release,  delivery  may  be  made  by  the  carrier  either 
directly  to  the  importer  or  to  a  designated  agent,  such  as  a  customhou.se  broker 
or  freight  forwarder. 
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Customs  is  concerned  with  cargo  losses  occurring  during  this  period  of  Customs 
custody.  While  the  carrier  is  responsible  for  insuring  the  physical  security  of 
the  merchandise  during  this  period,  Customs  does  exercise  control  over  its  move- 
ment until  an  arrangement  for  payment  of  duty  has  been  made  and  until  Cus- 
toms is  satisfied  that  contraband,  such  as  heroin  and  other  illicit  drugs,  is  not 
being  smuggled  into  the  United  States.  Clearly  any  theft  or  pilferage  of  mer- 
chandise before  its  release  from  Customs  custody  threatens  both  the  proper  col- 
lection of  duty  and  the  prevention  of  smuggling,  with  which  Customs  is  directly 
charged. 

The  Treasury's  action  program  to  combat  cargo  theft  was  based  upon  these 
responsibilities  and  capabilities  of  Customs. 

1.  Treasury's  legislative  proposal — Customs  Port  Security  Act 

The  most  important  need  we  have  at  this  time  is  passage  of  the  legislative 
proposal  which  Treasury  submitted  to  Congress  on  behalf  of  the  administration 
and  which  was  introduced  last  spring  as  the  Mills-Byrnes  bill  (H.R.  8476)  and 
the  Bennett  bill  (S.  1654).  This  legislation  would  give  the  Secretary  of  the  Treas- 
ury authority  to  establish  nationwide  standards  for  security,  both  physical  and 
procedural,  at  seaports  and  airports  of  entry. 

The  proposed  bill  directs  the  Secretary  of  the  Treasury  to  establish  by  regula- 
tion national  standards  for  cargo  protection  at  seaports  and  airports  of  entry. 
These  minimum  standards  will  be  based  upon  the  "Standards  for  Cargo  Security" 
which  the  Department  of  the  Treasury  has  issued  today  to  aid  industry  and  local 
customs  officials  in  remedying  cargo  security  problems.  I  believe  that  full  imple- 
mentation of  these  standards  would  produce  a  significant  decrease  in  cargo  theft 
at  minimal  cost  to  industry. 

Since  the  legislation  requires  all  ports  and  terminals  to  meet  the  same  basic 
standards,  it  also  assures  that  no  one  port  or  terminal  will  be  competitively 
disadvantaged.  Furthermore,  because  Customs  already  has  a  physical  presence 
at  all  major  seaports  and  airports  it  will  be  able  to  monitor  compliance  without 
the  need  to  create  a  new  bureaucracy  to  be  paid  for  by  industry  or  the  public. 

We  recognize  that  adoption  of  these  minimum  security  measures  may  not  be 
sufficient  to  curb  cargo  theft  in  all  instances.  The  bill,  therefore,  provides  for  the 
establishment  of  "customs  security  areas"  when  the  Secretary  makes  a  finding 
that  within  a  port  or  portion  of  a  port  there  is  an  unusual  ri.sk  of  theft  or  pil- 
ferage of  international  cargo.  Such  a  finding  would  only  be  made  after  a 
hearing  has  been  held  on  notice  to  the  appropriate  terminal  oi>erator  or  carrier. 
Customs  security  areas  will  have  to  conform  to  even  tighter  security  measures 
than  those  prescribed  under  the  national  standards,  and  access  to  such  areas 
would  be  restricted  and  under  the  control  of  customs  officers. 

To  obtain  access  to  a  customs  security  area  the  Secretary  may  require  a  dis- 
play of  identification  cards  or  badges  approved  by  the  customs  officer  in  charge 
of  the  port.  The  bill  also  identifies  violations  for  which  the  customs  officer  may 
su.spend  or  revoke  an  identification  card  and  the  procedures  which  he  must 
follow  when  he  takes  such  action.  These  procedures  provide  for  a  full  hearing 
and  review  if  requested  by  the  aggrieved  party. 

The  thnist  of  this  legislation  is  to  provide  for  equality  throughout  the  coun- 
try in  meeting  certain  minimal  securitv  standards.  Only  in  specific  areas  of 
demonstrated  high-theft  risk,  where  normal  measures  have  either  fai'ed  or  not 
been  taken,  would  more  stringent  measures  and  controls  be  imposed.  Trea.sitry 
would  expect  to  define  those  areas  as  narrowly  as  possible — not  an  entire  port 
if  we  could  pinpoint  a  dock  area,  not  a  dock  area,  if  we  couM  snecify  a  pirtioular 
pier,  not  an  entire  airport  if  the  problem  were  concentrated  at  a  specific  car- 
rier's terminal. 

A.ssuming  industry  compliance  with  the  national  standards,  we  anticipate  that 
few  customs  security  areas  will  be  established  and  we  would  hope  to  work  our- 
selves out  of  the  security  business  in  those  areas  as  rapidly  as  possible. 

2.  "Standards  for  Cargo  Security" 

The  "Standards  for  Cargo  Security"  which  are  being  released  today  by  Treas- 
ury as  industry  guidelines  set  forth  the  cargo  projection  measures  which  ex- 
perts in  industrial  security  believe  should  be  implenipnted  n<-  car^'o  hindMne 
facilities  to  provide  a  minimum  level  of  security.  The  topics  covered  include  .such 
matters  as  storage  areas  for  high-value  items,  lighting,  fencing,  and  guards,  as 
well  as  procedural  matters.  They  are  simply  those  security  measures  which  pru- 
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dent  management  should  take  in  its  own  interest.  We  anticipate  that  carriers 
and  terminal  operators  will  voluntarily  observe  these  standards  and  that  there 
will  be  a  significant  reduction  in  cargo  theft  as  a  result. 

The  need  for  improved  cargo  security  is  substantiated  by  a  Customs  survey 
of  cargo  handling  and  storage  facilities  at  piers  and  terminals  throughout  the 
country.  The  reports  received  from  each  district  indicate  that  glaring  security 
deficiencies  exist  in  some  areas.  Examples  are:  Cargo  being  stored  in  unattended, 
unfenced  areas  to  which  unauthorized  persons  have  easy  access  ;  employees  being 
allowed  to  park  their  private  vehicles  in  cargo  unloading  areas ;  and  shipping 
documents  being  left  where  they  can  be  inspected  and  removed  by  unauthorized 
persons. 

Carriers  and  terminal  operators  in  those  ports  will  be  asked  to  take  the  ap- 
propriate corrective  actions  recommended  in  the  security  guidelines  issued  today. 

3.  New  pilot  projects 

A  demonstrative  project  similar  to  one  we  developed  for  Kennedy  Airport  has 
commenced  on  three  piers  in  New  York  and  the  groundwork  has  been  laid  for  the 
commencement  of  a  pilot  project  on  the  San  Francisco  waterfront  which  we  ex- 
pect will  be  in  operation  by  March.  We  believe  these  new  pilot  projects  will  dem- 
onstrate to  the  maritime  industry  that  the  security  measures  we  are  advocating 
are  (1)  highly  effective  in  curbing  theft  and  (2)  not  unreasonably  expensive  for 
the  industry. 

Let  me  give  you  a  report  on  the  pilot  project  which  Treasury  initiated  with 
the  cooperation  of  the  Airiwrt  Security  Council  at  Kennedy  Airport.  In  the  year 
preceding  that  pilot  project,  airlines  operating  at  JFK  reported  42.")  instances  of 
theft  and  a  loss  of  merchandise  having  a  total  value  of  $3.3  million.  In  the  first 
year  of  the  pilot  project  the  number  of  instances  of  theft  reported  by  the  air- 
lines declined  by  approximately  28  i)ercent  and  the  dollar  value  by  69  percent. 
The  results  for  the  last  6  months  are  even  more  encouraging — 119  instances 
of  theft  of  cargo  having  a  total  value  of  $276,000.  a  further  reduction  of 
22  percent  in  number  and  44  percent  in  value.  I  must  point  out  that  these  figures 
were  obtained  by  the  Airport  Security  Council  and  have  not  been  verified  by 
Treasury.  However,  it  is  clear  that  there  has  been  a  substantial  reduction  in 
theft  loss. 

This  improvement  in  the  loss  picture  at  JFK  was  achieved  at  a  minimum  cost 
and  with  a  minimal  effect  on  facilitation  by  employing  common.sense  principles 
of  cargo  and  documentation  security.  Some  of  the  procedures  instituted  are : 
(1)  High-value  and  broken-package  merchandise  is  transported  from  aircraft 
to  terminal  in  locked  trucks,  (2)  terminal  operators  are  now  require<l  to  store 
such  high  value  and  easily  pilfered  cargo  in  a  secure  area,  and  (3)  a  new  cargo 
release  form  is  used  which  provides  for  authentication  by  the  broker  of  the  per- 
son authorized  to  pick  up  merchandise. 

These  simple  but  effective  measures  are  now  being  required  wherever  appro- 
priate by  means  of  regulations  effective  April  1,  1971. 

In  connection  with  the  topic  of  cargo  theft  statistics,  I  should  mention  that 
Treasury  regulations  require  that  discreimncies  in  manifested  quantities  be  re- 
ported to  Customs  (on  U.S.  Customs  Form  5931  or  by  submitting  amende<l  copy 
of  manifest).  Information  from  these  reports  is  then  compiled  by  com- 
puter. This  system,  which  is  still  being  refined,  will  produce  statistics  which 
should  enable  us  to  pinpoint  the  specific  piers,  terminals,  or  warehouses,  and  the 
types  and  values  of  merchandise  which  are  most  involved  in  cargo  theft. 

However,  a  recent  review  of  this  reporting  program  reveals  that  in  New  York, 
carriers  are  filing  inaccurate  or  unsubstantiated  reiwrts  in  many  of  the  cases 
checked.  This  indicates  a  disregard  of  the  reporting  requirement  by  .some  car- 
riers. We  have  directed  a  priority  effort  to  correct  this  situation.  I  am  confident 
that  once  management  becomes  aware  of  the  necessity  of  making  accurate  re- 
ports we  will  begin  to  obtain  the  essential  information  which  this  program  was 
designed  to  provide. 

Importers,  brokers,  and  insurance  underwriters  could  help  us  greatly,  as  well 
as  obtain  a  refund  of  duty  paid,  by  filing  or  in«isting  that  shortage  reports  be 
filed  when  invoiced  or  manifested  merchandise  is  not  received. 

An  action  program 

I  can  as.sure  you  that  this  is  an  action  program  which  has  made  maximum  use 
of  the  limited  funds  allocated  to  it.  It  also  tie's  in  with  two  top  priority  con- 


EXHIBITS  301 

cerns  of  President  Nixon :  The  drive  to  stop  smuggling  of  narcotics  and  danger- 
ous drugs  into  the  United  States  and  the  campaign  against  organized  crime. 

If  the  drug  smuggler  can  remove  packages  containing  narcotics  before  entry  is 
made,  he  does  not  have  to  fear  the  more  rigorous  inspection  of  cargo  which  Cus- 
toms has  implemented  in  order  to  reduce  the  influx  of  illegal  drugs  into  this 
country.  For  organized  crime,  cargo  theft  has  become  a  profitable  business,  es- 
pecially at  large  deepwater  ports  and  at  major  airports.  For  example,  there  was 
considerable  evidence  that  organized  crime  was  responsible  for  the  substantial 
losses  experienced  at  JFK  before  the  institution  of  the  pilot  project. 

Industry,  which  has  the  prime  responsibility,  can  combat  cargo  theft  by  im- 
proving its  own  physical  and  procedural  security  and  by  accurately  reporting 
loses  which  occur. 

While  the  Treasury  program  focuses  primarily  on  security  of  international 
cargo,  it  should  also  result  in  better  security  for  the  large  quantities  of  domestic 
cargo  flowing  through  and  temporarily  stored  at  the  same  airport  and  seaport 
facilities. 

The  immediate,  vital  need  is  the  passage  of  Treasury's  proposed  legislation, 
the  Customs  Port  Security  Act.  This  legislation  has  received  the  backing  of 
knowledgeable  industry  groups,  including  the  Commerce  and  Industry  Associa- 
tion of  New  York,  the  American  Importers  Association,  and  the  Transportation 
Association  of  America.  We  are  hopeful  that  hearings  will  be  he'd  soon  by  the 
House  Ways  and  Means  Committee  and  the  Senate  Finance  Committee. 


Exhibit  39. — Remarks  of  Assistant  Secretary  Rossides,  March  2,  1972,  before 
the  All  Directors'  Congress  of  the  American  Footwear  Industries  Association, 
La  Costa,  Calif.,  on  the  Antidumping  Act,  1921 — 3  years  of  rejuvenation 

In  his  Report  to  the  Congress  of  February  9,  1972,  on  U.S.  foreign  policy  for 
the  1970's,  President  Nixon  stated : 

"The  year  1971  marked  a  turning  point  in  the  world  economy.  We  undertook 
a  series  of  far-reaching  measures  which  revitalized  our  foreign  economic  policy 
and  set  the  stage  for  fundamental  and  long-term  reforms  in  the  international 
economic  system." 

What  the  President  was  referring  to,  of  course,  was  his  new  economic  policy 
which  established  a  milestone  in  the  financial  and  trade  fields.  The  policy  served 
notice  on  our  principal  trading  partners  that : 

"*  *  *  no  longer  will  the  American  people  permit  their  Government  to  en- 
gage in  international  actions  in  which  the  true  long-run  interests  of  the  United 
States  are  not  just  as  clearly  recognized  as  those  of  the  nations  with  which  we 
deal." 

Although  this  last  quotation  was  extracted  from  a  speech  made  by  Secre- 
tary Connally  in  Munich  last  May — several  months  before  the  new  economic 
policy  was  announced — it  nevertheless  is  as  true  now  as  it  was  at  the  time  it 
was  delivered.  Nowhere  can  this  be  better  illustrated  than  by  the  actions  taken 
by  this  administration  over  the  last  3  years  to  rejuvenate  the  Antidumping  Act. 

Antidumping  Act — its  objective 

The  Antidumping  Act,  1921,  as  amended,  is  intended  to  nullify  the  impact  on 
domestic  industry  of  international  price  discrimination  which  injures  U.S.  pro- 
ducers. From  an  afiirmative  standpoint  the  statute  fosters  international  trade  on 
a  fair  and  equitable  basis. 

In  the  view  of  the  Treasury  the  aim  of  the  act  is  clear :  To  defend  American 
industry  against  unfair  international  pricing  practices.  It  is  not  designed  as 
a  prop  for  American  industry  to  assist  it  in  meeting  fair  and  open  competition 
from  abroad. 

In  the  context  of  the  Antidumping  Act,  an  "unfair"  sale  or,  if  you  will,  inter- 
national price  discrimination,  occurs  when  a  foreign  company  sells  a  product 
for  less  in  the  United  States  than  in  its  home  market,  thereby  causing  injury  to 
U.S.  industry. 

Impact  of  Antidumping  Act  as  of  January  1969 

There  may  be  disagreement  as  to  the  interpretation  of  some  of  the  finer  points 
of  the  Antidumping  Act  and  its  administration  in  the  past.  There  appears, 
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however,  to  have  been  general  agreement  at  the  time  this  administration  took 
office  that  tlie  act  liad  a  rehatively  minor  inii)act  not  only  on  international  trade 
matters  generally,  hut  more  importantly,  in  defending  American  industry  from 
injurious  international  price  discrimination. 

The  reason  for  this  was  rather  obvious.  Important  antidumping  investigations 
were  taking  2  years  and  even  longer  to  complete.  Investigations  that  take  that 
long  tend  to  be  devoid  of  economic  significance  to  the  domestic  industry.  Many 
American  concerns  suffering  from  unfair  international  trade  practices  were  com- 
pelled to  bear  their  lot  patiently  until  the  Treasury  had  completed  an  exhaustive 
investigation  ferreting  out  all  of  the  underlying  facts. 

Moreover,  import  trade  suffers,  too,  when  the  spectre  of  a  dumping  inve.stiga- 
tion  hovers  for  an  overlong  period  even  if  the  investigation  ends  with  a  deter- 
mination that  the  goods  have  not  been  sold  below  fair  value.  Delays  can  cause 
unfair  and  inequitable  treatment  to  everyone  concerned  regardless  of  the  ultimate 
outcome  of  the  investigation. 

Accordingly,  acceleration  of  our  dumping  inve.stigations,  without  sacrificing 
reasonable  thoroughness,  introduced  a  specific  element  of  fairness  of  its  own 
which  benefited  all. 

Steps  taken  by  Treasury  to  rejuvenate  adnvinistration  of  Antidumping  Act 

Treasury  Management  Purvey. — In  April  1969,  we  initiated  a  Treasury 
management  survey  of  the  administration  of  the  Antidumping  Act  to  deter- 
mine why  it  was  taking  so  long  to  decide  these  cases  and  what  could  be  done 
to  improve  the  situation.  It  seemed  to  us  that  it  had  to  be  possible  to  reduce  the 
investigation  period  without  derogating  from  tlie  essential  fairness  of  the  Trea.s- 
ury's  investigation  procedures. 

This  study  revealed  that  there  was  inadequate  staff  assigned  to  the  processing 
of  antidumping  ca.ses,  tliat  the  limited  staff  was  inadequately  supervised,  and 
that  the  investigation  process  was  handicapped  by  cumbersome  procedures  in- 
lierited  from  the  distant  past.  These  factors,  taken  together,  were  delaying  in- 
ordinately decisions  on  cases  of  vital  concern  to  American  industry. 

Increase  in  manpower. — The  Commissioner  of  Customs  was  directed  to  increase 
the  manpower  assigned  to  this  area.  Treasury  stres.sed  to  him  and  his  senior 
staff  the  importance  it  attached  to  tliis  field  and  that  antidumping  work  was  now 
to  be  upgraded  so  that  customs  officers  assigned  to  antidumping  would  realize 
that  it  offered  broad,  future  opportunities  for  promotion  in  the  career  service. 

By  November  1970,  the  headquarters  professionals  had  been  increased  from 
five  to  21.  The  additional  personnel  were  transferred  to  antidumping  from  other 
assignments  to  which  the  Bureau  of  Customs  had  agreed  to  give  a  lower  priority 
pending  Treasury's  request  for  supplemental  funds. 

The  President  submitted  to  the  Congress  his  request  for  supplemental  funds 
for  this  program.  Treasury's  Appropriations  Committees  in  the  House  and  Sen- 
ate (together  with  tlie  members  of  tlie  Senate  Finance  and  House  Ways  and 
Means  Committees)  gave  full  bipartisan  support  to  the  request.  In  December 
1970,  the  Congress  enacted  the  President's  antidumping  supplemental  appropria- 
tion bill  which  provided  funds  for  41  professionals  for  antidumping  and  related 
matters.  This  gave  us  the  means  to  continue  the  advancement  already  made  and 
to  institute  additional  procedural  and  policy  reforms.  The  41  positions  were  filled 
by  the  middle  of  1971,  and  the  new  personnel  have  now  been  trained  to  administer 
the  Antidumping  Act  effectively.  We  are  also  in  the  process  of  increasing  and  im- 
proving tlie  training  of  our  manpower  abroad  so  that  Customs  representatives 
responsible  for  carrying  out  antidumping  investigations  overseas  will  be  thor- 
oughly knowledgeable  in  the  intricacies  of  the  law  and  its  administration. 

Establishment  of  Office  of  Tariff  and  Trade  Affairs. — At  the  Treasury  level,  I 
confined  the  responsibilities  of  my  deputy  for  Customs  to  administration  of  the 
Treasury  laws  concerned  with  unfair  international  trade  practices  and  other  re- 
lated tariff  matters.  Three  professional  staff  officers  were  assigned  to  him  and 
he  was  made  the  Director  of  a  newly  established  Ofl[ice  of  Tariff  and  Trade  Af- 
fairs. The  Secretary  has  recently  approved  the  expansion  of  this  Office  with  still 
more  personnel. 

We  have  thus  institutionalized  the  changes  that  had  been  made  and  estaltlished 
a  more  permanent  mechanism  for  adequate  Treasury  supervision  in  this  area. 
We  now  have  tlie  basis  for  insuring  that  the  Treasury  Department  will  have  an 
ongoing  operation  for  proper  supervision  and  administration  of  the  international 
price  discrimination  statutes. 
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Timetable  for  Collection  and  Collation  of  Information. — Another  decision  made 
was  to  establish  firm  timetables  for  each  step  in  the  collection  and  collation  of 
information  by  Customs.  In  the  past,  it  has  taken  as  long  as  6  months  to  decide 
whether  a  "complaint"  was  sufficiently  meritorious  to  justify  the  formal  initia- 
tion of  an  antidimiping  investigation.  Such  decisions  are  now  being  made  in 
approximately  1  month. 

Questionnaires  to  foreign  exporters  and  letters  replying  to  typical  inquiries 
have  been  standardized.  Firm  time  periods  are  being  established  for  replying  to 
such  questionnaires.  Much  of  the  clerical  work  involved  in  the  processing  of  let- 
ters and  questionnaires  is  being  simplified  by  the  use  of  modern  tape  typewriters 
and  calculators  with  memory  capabilities. 

Conferences  with  attorneys  are  being  restricted  to  set  periods  when  the  anti- 
dumping case  handler  is  fully  prepared  to  discuss  particular  aspects  of  an  inves- 
tigation with  interested  attorneys.  The  day  when  attorneys  could  drop  in  on  case 
handlers  without  prior  appointment  is  a  practice  of  the  past. 

Most  important  of  all,  the  case  handlers  and  Customs  representatives  abroad 
have  been  given  a  renewed  sense  of  the  urgency  and  the  importance  of  their  work 
and  impressed  by  the  need  for  completing  their  investigations  as  rapidly  as 
possible. 

Results  in  Processing  Cases. — Treasury  has  now  reached  its  first  goal  of  com- 
pleting antidumping  cases  on  the  average  within  1  year  from  the  date  the  case  is 
presented.  Our  next  objective  is  to  reduce  the  time  required  for  the  handling  of 
normal  cases  still  further,  to  approximately  270  days.  I  have  announced  this  new 
timetable  to  the  Bureau  of  Customs  which  is  already  initiating  steps  to  see  that 
it  is  carried  out. 

I  would  like  to  add  one  word  of  caution.  Because  of  the  Treasury's  continued 
emphasis  on  the  essentiality  of  fairness  in  rendering  decisions  in  antidumping 
cases,  it  may  occasionally  be  necessary  to  allow  a  somewhat  longer  time  for  par- 
ticularly complicated  cases.  The  normal  cases,  on  the  other  hand,  will  be  com- 
pleted in  accordance  with  the  schedule  that  I  have  outlined. 

This  achievement  in  speeding  up  our  investigations  is  due  in  large  part  to  the 
foresightedness  of  a  number  of  officials.  It  stems  in  the  first  instance  from  the 
desire  of  the  President  to  redress  the  U.S.  adverse  competitive  situation.  Its  ac- 
complishment is  owing  in  large  part  to  Secretary  of  the  Treasury  Kennedy,  and 
later  Secretary  Connally,  without  whose  active  support  the  results  outlined  above 
would  have  been  impossible.  Moreover,  the  improved  procedures  could  not  have 
become  a  reality  if  it  had  not  been  for  the  bipartisan  cooperation  of  the  Congress 
which  approved  the  additional  appropriations  for  supplementing  Treasury's  man- 
power requirements  in  this  field. 

No  matter  how  effective  a  policy  may  be  its  implementation,  in  the  final  analy- 
sis, depends  on  the  dedicated  men  and  women  in  the  career  service  who  devoted 
long  hours  and  hard  work  to  our  common  objective. 

The  efforts  to  improve  the  administration  of  the  Antidumping  Act  were  ac- 
companied by  a  thorough  review  of  policy.  This  review,  which  is  continuing,  has 
already  resulted  in  significant  changes. 

Price  Assurance  Policy. — In  May  1970  Treasury  formally  announced  a  change 
in  the  policy  with  respect  to  price  assurances  in  antidumping  investigations.  We 
took  this  action  after  concluding  that  the  previous  policy  of  i-eadily  accepting 
price  assurances  was  actually  encouraging  sales  at  less  than  fair  value  in  the 
United  States.  Under  that  policy,  foreign  firms  seeking  to  sell  their  merchandise 
in  the  U.S.  market  had  no  need  to  give  even  a  passing  consideration  to  the  anti- 
dumping implications  of  the  step  they  were  about  to  take.  There  was  no  reason 
why  they  should  do  so  under  the  old  rules.  Let  us  discuss  for  a  moment  what 
happened  under  the  earlier  price  assurance  policy. 

A  foreign  concern  would  price  its  merchandise  in  the  U.S.  market  at  whatever 
level  it  considered  necessary  to  compete  effectively.  Since  its  product  was 
normally  unknown  to  the  American  consumer,  it  would  generally  price  its  mer- 
chandise below  the  level  of  its  American  competitors  in  order  to  attract  custo- 
mers. If  the  foreign  competition  started  to  make  itself  felt  and  resulted  in  an 
antidumping  complaint  being  filed  with  the  Treasury  Department,  the  foreign 
firm  still  had  no  cause  for  undue  concern.  Treasury's  antidumping  investigations 
would,  under  the  former  procedures,  often  take  over  2  years  and  even  longer  to 
complete. 

Moreover,  if  the  Treasury  Department  tentatively  concluded  that  the  mer- 
chandise was  being  sold  at  dumping  margins,  price  assurances  could  be  offered 
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and  would  almost  invariably  be  accepted  by  the  Department.  By  this  time,  with 
the  firm's  product  well  known  to  American  consumers,  the  foreigni  concern  could 
afford  to  raise  its  prices  to  the  level  of  its  American  c*ompetitors  without  fear  of 
a  dra.stic  drop  in  sales. 

Better  yet  from  the  standpoint  of  the  foreign  manufacturers,  when  the  Treas- 
ury Department  acc-epted  price  assurances,  it  would  issue  a  formal  determination 
of  "no  sales  at  less  than  fair  value."  To  .say  the  least,  this  determination  was 
misleading  .'^ince  there  had,  in  fact,  been  .sales  at  dumping  margins. 

Under  the  new  ixvllcy,  price  assurances  are  accepted  only  when  the  dumping 
margins  are  minimal  in  relation  to  the  volume  of  sales  involved.*  Moreover,  in 
those  cases  where  price  assurances  are  accepted,  the  case  is  no  longer  terminated 
with  a  determination  of  "no  sales  at  less  than  fair  value"  as  it  was  under  the 
old  price  a.ssuranco  policy.  We  felt  that  such  a  determination  after  the  acceptance 
of  price  assurances  was  a  misnomer.  Accordingly,  the  Treasury  Department  re- 
vi.sed  its  regulations  in  cases  where  price  assurances  are  accepted  so  as  to  pro- 
vide for  discontinuance  of  investigations.  This  procedure,  I  feel,  realistically 
expresses  exactly  what  takes  place  in  a  i)rice  as.surance  case. 

Under  the  new  policy,  if  price  assurances  are  rejected  the  ca.se  is  then  referred 
to  the  Tariff  Onmmi.ssion  ;  for.  as  you  know,  before  a  finding  of  dumping  may  be 
issued  and  dumping  duties  assessed,  it  is  necessary  under  the  Antidumping  Act 
that  there  be  a  determination  of  sales  at  less  than  fair  value  by  the  Treasury 
Department  and  a  determination  of  injury  by  the  Tariff  Commission. 

The  objective  of  the  new  policy  is  to  induce  foreign  concerns  to  take  the  Anti- 
dumping Act  into  account  before  tJiey  engage  in  sales  to  the  T'nited  States. 

The  25  Percent  Rule. — The  Antidumping  Act  provides  that  in  normal  situations 
fair  value  shall  be  determined  by  comparing  the  ex  factor.v  home  market  price  of 
the  merchandise  vuider  investigation  with  the  ex  factory  price  at  which  the 
merchandise  is  sold  in  the  United  States.  If  the  price  in  the  United  States  is 
less  than  the  home  market  price,  then  there  are  "sales  at  less  than  fair  value" 
within  the  meaning  of  the  .statute. 

The  Act  also  states  that  in  sitimtions  where  the  quantity  of  merchandi.se  sold 
in  the  home  market  is  so  small  in  relation  to  the  quantity  sold  for  exportation 
to  countries  other  than  the  United  States  as  to  form  an  inadequate  basis  for 
comparison,  then  third  country  price  should  be  used  as  rhe  basis  for  comparison. 

The  Antidumping  Regulations  originally  provided  that  generally  for  purpo.ses 
of  determining  what  constituted  an  "inadequate  basis  of  comparison"  for  fair 
value  purpo.ses,  home  market  .sales  would  be  considered  to  be  inadequate  if 
less  than  25  i>ercent  of  the  non-U. S.  sales  of  the  merchandise  were  .sold  in  the 
home  market. 

The  selection  of  home  market  or  third  country  price  for  fair  value  comparison 
can  easily  be  crucial  to  the  results  of  antiduni])ing  investigations,  for  frequently 
home  market  price  tends  to  l>e  higher  than  third  covmtry  in-ice.  This  is  particu- 
larly true  where  merchandise  is  sold  in  a  protected  home  market  and,  when  sold 
in  third  countries,  is  exposed  to  the  vagaries  of  world  competition. 

It  has  been  Treasury's  experience  that  cases  arise  where  sales  in  the  home 
market  are  adequate  as  a  basis  for  fair  value  comparison,  even  though  le.ss  than 
25  percent  of  the  non-XT. S.  sales  are  sold  in  the  home  market. 

Accordingly,  on  May  22,  1970,  the  Treasury  Department  revi.sed  its  Anti- 
dumping Regulations  to  eliminate  the  25  ixn-cent  rule.  All  that  is  required  under 
the  regulations,  as  now  revised,  is  that  the  sales  in  the  home  market  be  adequate 
for  purpose  of  fair  value  comparison. 

General  revision  of  Antidumping  Regulations 

The  Antidumping  Regulations  have  been  in  effect  in  substantially  their  present 
form  .since  July  1,  19€S.  when  they  were  amended  to  conform  with  th<'  i)rovisions 
of  the  International  Anti-Dumping  Code.  We  felt  that  with  all  the  changes  in 
the  administration  of  the  law  that  had  taken  place  it  was  now  time  to  take 
another  broad  look  at  the  Regulations  and  the  administration  of  the  law.  Accord- 
ingly, the  Treasury  Department  announced  last  year  that  it  was  reviewing  its 
Regulations  and  invited  suggestions  from  the  public  as  to  how  they  might  best 
be  improved.  I  am  happy  to  .state  that  the  Treasury  Department  will  be  announc- 
ing within  the  next  few  days  proi)o.sed  changes  in  the  present  Antidumping 
Regulations. 

Since  the  Notice  of  Proposed  Rule  Making  has  not  yet  been  ])ublished,  I  do 
not  feel  that  it  would  be  proper  for  me  to  say  at  this  time  what  the  specific  pro- 
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posals  are  designed  to  accomplish.  I  can  assure  you,  however,  that  all  the  indi- 
vidual changes  in  the  regulations  are  aimed  at  one  broad  objective:  Strict 
administration  of  the  Antidumping  Act  so  as  to  make  it  an  even  more  effective 
instrument  in  defending  the  United  States  against  unfair  international  trade 
practices,  consistent  however  with  fairness  to  all  parties  concerned. 

Results  to  date 

As  a  result  of  the  administration's  rejuvenation  of  the  Antidumping  Act,  the 
American  public's  interest  in  this  law  has  increased  noticeably.  Complaints  filed 
during  the  past  3  years  have  been  r)0  i>ercent  greater  than  during  1966-68.  And 
the  number  of  final  decisions  published  by  the  Treasury  over  the  same  time 
periods  has  increased  by  SO  i>ercent. 

These  figures  are  particularly  noteworthy  when  account  is  taken  of  the  fact 
that  accomplishments  such  as  the.se  over  a  3-year  time  .span  are,  of  necessity, 
gradual.  They  cannot  be  achieved  overnight  or  even  in  1  year.  Thus,  our  record 
during  calendar  year  1971  must  overcome  the  startup  inertia  which  is  inevitable 
before  a  new  approach  and  policy  can  be  put  into  motion. 

In  closing  I  want  to  emphasize  that  the  administration  strongly  supports  a 
freer  trade  policy.  Our  rejuvenation  of  the  Antidumping  Act,  so  as  to  defend 
American  industry  from  unfair  international  trade  practices,  is  part  and  parcel 
of  this  policy.  Despite  what  some  of  our  foreign  trading  partners  may  have  said 
on  this  subject,  the  increase  in  the  Treasury  and  Customs  staff  for  the  purpose 
of  administering  the  Antidumping  Act  more  effectively  is  fully  consistent  with 
a  liberal  trade  policy. 

The  President  has  made  it  clear  that  he  intends  to  meet  the  challenge  of  the 
future  by  stimulating  our  economy  to  ensure  our  continued  efficient  and  com- 
petitive position  in  the  world.  This  means  that  inflation  and  unemployment  in 
the  United  States  will  be  reduced  while  investment  in  new  plants  and  equipment 
by  the  private  sector  are  stimulated. 

While  building  this  stronger  economy  at  home,  we  nu;st  remain  outward  look- 
ing and  international  in  our  initiatives  overseas.  This  administration  is  com- 
mitted to  .such  a  course. 

As  Secretary  Connally  said  when  he  addressed  the  Economic  Club  last  fall : 

"We  do  not  intend  to  become  provincial.  We  shall  not  resort  to  protectionism. 
We  shall  carry  our  burdens  on  the  international  .^cene.  But  to  do  so  it  is  essen- 
tial to  attain  an  equilibrium  in  our  overall  financial  balance  with  the  rest  of 
the  world.  We  seek  no  advantage  of  others.  We  propose  to  suffer  no  disadvantage. 
We  seek  a  balance  which  will  be  to  the  benefit  of  all  the  nations. 

"At  stake  are  not  narrow  or  selfish  economic  goals ;  beyond  a  fair  balance  of 
opportunity  we  seek  none.  The  basic  issue  is  much  broader.  It  is  nothing  less  than 
rel)uilding  the  economic  foundation  for  promoting  economic  development,  military 
.security,  and  the  free  fiow  of  commerce. 

"To  fail  in  our  effort  would  be  to  fail  not  only  as  an  administration  nor  even 
as  a  Nation.  At  stake  is  nothing  less  than  the  foundation  for  the  freedom  and 
security  of  this  generation  and  those  that  follow." 


Exhibit  40. — Remarks  of  General  Counsel  Pierce,  March  31,  1972,  upon  the 
issuance  of  regulations  on  financial  recordkeeping  and  reporting  of  currency 
and  foreign  transactions 

The  Department  of  the  Ti'easury  today  i.ssued  regulations  to  implement  Titles  I 
and  II  of  Public  Law  91-508.  the  Financial  Recordkeeping  and  Currency  and 
Foreign  Transactions  Reporting  Act  of  1970.  These  regulations  will  become  effec- 
tive on  July  1,  1972. 

According  to  Treasury  General  Counsel  Samuel  R.  Pierce,  Jr.,  the  issuance  of 
these  regulations  is  a  further  step  in  the  major  efforts  of  this  administration 
directed  toward  frustrating  organized  and  white  collar  criminal  elements  who 
use  secret  foreign  accounts  to  assist  in  concealing  substantive  violations  of  drug 
smuggling,  securities,  gambling,  and  currency  laws,  as  well  as  the  mitaxed  income 
generated  from  these  and  other  illegal  activities.  The  regulations  are  expected  to 
benefit  l)oth  such  foreign-related  and  domestic  law  enforcement  efforts  without 
burdening  legitimate  commerce. 

The  regulations  will — 
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Require  all  persons  maintaining  foreign  accounts  to  disclose  that  fact  on 
their  Federal  income  tax  returns  and  to  maintain  adequate  records  of 
such  accounts  ; 

Require  all  persons  transporting,  mailing,  or  shipping  from  the  United  States 
to  a  foreign  country,  or  receiving  from  without  liie  United  States  currency  or 
bearer  instruments  in  amounts  in  excess  of  $5,000,  to  report  such  transactions 
to  the  Customs  authorities  ; 

Require  financial  institutions  to  secure  a  social  security  or  taxpayer  identifi- 
cation number  with  respect  to  each  account  oi>ened  after  June  HO.  1072 ; 
Require  all  financial  institutions  to  make  reports  to  the  Treasury  of  unusual 
currency  transactions  involving  amounts  of  more  than  $10,000: 
Require  financial  institutiorus  to  keep  for  5  years  records  of  all  transfers  into 
or  out  of  the  United  States  involving  more  than  $10,000  : 

Require  financial  institutions  to  keep  for  ">  years  certain  other  records  which 
will  be  useful  for  law  enforcement  purposes. 

In  addition  to  the  above,  the  regulations  require  banks  to  retain  for  a  period  of 
2  years  records  which  would  l>e  needed  to  reconstruct  a  deposit  or  share  account 
and  to  trace  a  check  deposited  in  such  account.  Treasury  will  continue  to  study 
both  the  types  of  records  to  be  kept  and  the  most  desirable  retention  period  in 
order  to  maximize  enforcement  benefits  and  minimize  unnecessary  and  burden- 
some paperwork.  Assistant  Secretary  Eugene  T.  Rossides  will  head  a  small  group 
within  the  Treasury  to  work  with  the  financial  community  in  this  effort. 

The  new  regulations  are  a  revision  of  proposed  regulations  which  were  pub- 
li.shed  in  the  Federal  Register  on  June  10,  1971.  The  revisions  reflect  the  many 
pertinent  and  useful  comments  received  regarding  the  proposed  regulations. 

In  revising  these  regulations,  the  department  has  taken  account  of  all  <"oni- 
ments  received,  and  every  effort  has  been  made  to  insure  that  the  final  regulations 
will  serve  their  law  enforcement  purposes  while  at  the  same  time  not  interfering 
with  legitimate  international  monetary  transactions,  imduly  burdening  financial 
institutions  or  others  or  imposing  unreasonable  requirements  that  would  serve  no 
useful  purpose.  In  doing  this  we  have  taken  account  of  existing  recordkeeping 
procedures  and  the  lengths  of  time  existing  records  are  ordinarily  kept.  An 
internal  committee  within  the  Treasury  Department  has  .spent  a  considerable 
amount  of  time  revising  and  reviewing  the  regulations  in  the  light  of  the  com- 
ments received,  to  be  sure  that  these  objectives  are  accomplished. 

Governmental  access  to  the.se  records  is  not  changed  by  either  the  statute  or 
the  regulations  but  will  continue  to  be  subject  to  the  requirements  of  existing 
law  regarding  subpoena  and  other  legal  processes. 

Title  31— MONEY  AND  FINANCE :  TREASURY 

Chapter  I — Monetary  Offices,  Department  of  the  Treasury 

On  June  10,  1971,  a  notice  of  proposed  rule  making  to  implement  the  provisions 
of  Titles  I  and  II  of  Public  Law  9-508  (84  Stat.  1114  et  seq.),  was  published  In 
the  Federal  Register  (36  F.R.  1120S  (1971)  ).  In  accordance  with  the  notice,  inter- 
ested parties  were  afforded  an  opiiortunity  to  submit  written  conmients. 

After  consideration  of  all  such  relevant  matters  as  were  presented  by  interested 
parties  regarding  the  rules  proposed,  the  regulations  set  forth  below  have  been 
adopted. 

Samuel  R.  Pierce,  Jr., 

dcncral  Couft.^cJ. 
Eugene  T.  Rossioes. 

A  fisifitant  Srcrrtari/. 

PART    102 — INSTRUCTIONS    RELATING   TO    REPORTS    OF   CURRENCY    TK.VNSACTIONS 

Part    102    is    repealed    effective    July    1,    1972. 

PART    103 — FINANCIAL    RECORDKEEPING    AND    REPORTING    OF    CURRENCY    AND    FOREIGN 

TRANSACTIONS 

SUBPART    A — DEFINITIONS 

Sec. 

103.1 1     Meaning  of  terms 
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SUBPART    B REPORTS    REQUIRED    TO    BE    MADE 

Sec. 

103.21  Determination  by  the  Secretary 

103.22  Reports  of  Currency  Transaction.^ 

103.23  Reports  of  Transportation  of  Currency  or  Monetary  Instruments* 

103.24  Reports  of  Foreign  Financial  Accounts 
103.2o  Filing  of  Reports 

103.26     Identification  Required 

SUBPART    C RECORDS    REQUIRED    TO    BE    MAINTAINED 

103.31     Determination  by  the  Secretary 

103.82     Records  to  be  Made  and  Retained  by  Persons  Having  Financial  Interests 
in  Foreign  Financial  Accounts 

103.33  Records  to  be  Made  and  Retained  by  Financial  Institutions 

103.34  Additional  Records  to  be  Made  and  Retained  by  Banks 

103.35  Additional  Records  to  be  Made  and  Retained  by  Brokers  and  Dealers 

in  Securities 

103.36  Nature  of  Records  and  Retention  Period 

103.37  Person  Outside  the  United  States 

SUBPART    D GENERAL    PROVISIONS 

103.41  Dollars  as  Including  Foreign  Currency 

103.42  Photographic  or  Other  Reproductions  of  Government  Obligations 

103.43  Availability  of  Information 

103.44  Disclosure 

103.45  Exceptions,  Exemptions,  Modifications,  and  Reports 

103.46  Enforcement 

103.47  Civil  Penalty 

103.48  Forfeiture  of  Currency  or  Monetary  Instruments 

103.49  Criminal  Penalty 

103.50  Enforcement   Authority   with    Respect   to    Transportation    of   Currency 

or  Monetary  Instruments 

103.51  Effective  Date 

Authority  : — The  provisions  of  this  Part  103  issued  under  sec.  21  of  the 
Federal  Deposit  Insurance  Act,  Si  Stat.  1114,  12  U.S.C.  1829b;  84  Stat.  1116,  12 
U.S.C.  1951-1959;  and  the  Currency  and  Foreign  Transactions  Reporting  Act,  84 
Stat.  1118,  31  U.S.C.  1051-1122. 

SUBPART    A DEFINITIONS 

§  103.11    Meaning  of  Terms 

When  used  in  this  part  and  in  forms  prescribed  under  this  part,  where  not 
otherwi.se  distinctly  expressed  or  manifestly  incompatible  with  the  intent  thereof, 
terms  shall  have  the  meanings  ascribed  in  this  section. 

Bank. 

(a)  Each  agency,  branch  or  office  within  the  United  States  of  any  person 
doing  business  in  one  or  more  of  the  capacities  listed  below. 

( 1 )  a  commercial  bank  or  trust  company  organized  under  the  laws  of  any 
state  or  of  the  United  States ; 

(2)  a  private  bank ; 

(3)  a  savings  and  loan  association  or  a  building  and  loan  association 
organized  under  the  laws  of  any  state  or  of  the  United  States ; 

(4)  an  insured  institution  as  defined  in  section  401  of  the  National  Hous- 
ing Act ; 

(5)  a  savings  bank,  industrial  bank  or  other  thrift  institution; 

(6)  a  credit  union  organized  under  the  laws  of  any  state  or  of  the  United 
States ;  and 

(7)  any  other  organization  chartered  under  the  banking  laws  of  any  state 
and  subject  to  the  supervision  of  the  bank  sujiervisory  authorities  of  a  state. 

(b)  Each  agent,  agency,  branch  or  office  within  the  United  States  of  a  for- 
eign bank. 

Broker  or  dealer  in  securities.  A  broker  or  dealer  in  securities,  registered  or 
required  to  be  registered  with  the  Securities  and  Exchange  Commission  under  the 
Securities  Exchange  Act  of  1934. 

Currency.  The  coin  and  currency  of  the  United  States  or  of  any  other  country. 

470-716  0—72 22 
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which  circulate  in  and  are  customarily  used  and  accepted  as  money  in  the  coun- 
try in  which  issued.  It  includes  United  States  silver  certificates,  United  States 
notes  and  Federal  Reserve  notes,  but  does  not  include  bank  checks  or  other 
negotiable  instruments  not  customarily  accepted  as  money. 

Domestic.  When  used  herein,  refers  to  the  doing  of  business  within  the  United 
States,  and  limits  the  applicability  of  the  provision  wherein  it  appears  to  the 
performance  by  such  institutions  or  agencies  of  functions  within  the  United 
States. 

Financial  institution.  Each  agency,  branch  or  office  within  the  United  States 
of  any  person  doing  business  in  one  or  more  of  the  capacities  listed  below : 
"  (1)   a  bank; 

(2)  a  broker  or  dealer  in  securities  : 

(3)  a  i>er.<-on  who  engages  as  a  business  in  dealing  in  or  exchanging  cur- 
rency as,  for  example,  a  dealer  in  foreign  exchange  or  a  person  engaged  primarily 
in  the  cashing  of  checks  ; 

(4)  a  person  who  engages  as  a  business  in  the  issuing,  selling  or  redeem- 
ing of  travelers'  checks,  money  orders,  or  similar  instruments,  except  one  who 
does  so  as  a  selling  agent  exclusively  or  as  an  incidental  part  of  another  business  : 

(5)  an  operator  of  a  credit  card  system  which  issues,  or  authorizes  the 
issuance  of,  credit  cards  that  may  be  used  for  the  acquisition  of  monetary  in- 
struments, goods,  or  services  outside  the  United  States: 

(6)  a  licensed  transmitter  of  funds,  or  other  person  engaged  in  the  busi- 
ness of  transmitting  funds  abroad  for  others. 

Foreign  hank.  A  bank  organized  under  foreign  law,  or  an  agenc.v,  branch  or 
office  located  outside  the  United  States  of  a  bank.  The  term  does  not  include  an 
agent,  agency,  branch  or  office  within  the  United  States  of  a  bank  organized 
under  foreign  law. 

Investment  security.  An  instrument  which 

(1)  is  issued  in  bearer  or  registered  form  ; 

(2)  is  of  a  type  commonly  dealt  in  upon  securities  exchanges  or  markets 
or  commonly  recognized  in  any  area  in  which  it  is  issued  or  dealt  in  as  a  medium 
for  investment : 

(3)  is  either  one  of  a  class  or  series  or  by  its  terms  is  divisible  into  a 
class  or  series  of  instnunents ;  and 

(4)  evidences  a  share,  participation  or  other  interest  in  property  or  in 
an  enten>rise  or  evidences  an  obligation  of  the  issuer. 

Monetary  instruments.  Coin  or  currency  of  the  United  States  or  of  any  other 
country,  travelers'  checks,  money  orders,  investment  securities  in  bearer  form  or 
otherwise  in  such  form  that  title  thereto  passes  upon  delivery,  and  negotiable 
instruments  (except  warehouse  receipts  or  bills  of  lading)  in  bearer  form  or 
otherwise  in  such  form  that  title  thereto  passes  upon  delivery.  The  term  does 
not  include  bank  checks  made  payable  to  the  order  of  a  named  person  which 
have  not  been  endorsed  or  which  bear  restrictive  endorsements. 

Person.  An  individual,  a  cori^oration,  a  partnership,  a  trust  or  estate,  a  joint 
stock  company,  an  association,  a  syndicate,  joint  venture,  or  other  unincoriiorated 
organization  or  group,  and  all  entities  cognizable  as  legal  personalities. 

Secretary.  The  Secretary  of  the  Treasury  or  any  person  duly  authorized  by 
the  Secretary  to  perform  the  function  mentioned. 

Transaction  in  currency.  A  transaction  involving  the  i)hy.sical  transfer  of  cur- 
rency from  one  person  to  another.  A  tran.saction  which  is  a  transfer  of  funds 
by  means  of  bank  check,  bank  draft,  wire  transfer,  or  other  written  order,  and 
which  does  not  include  the  physical  transfer  of  currency  is  not  a  transaction  in 
currency  within  the  meaning  of  this  i)art. 

United  States.  The  various  States,  the  District  of  Columbia,  the  Commonwealth 
of  Puerto  Rico,  and  the  territories  and  possessions  of  the  United  States. 

SUBPART   B — REPORTS    REQinREI)    TO   BE    MADE 

§  103.21     Determination  by  the  Secretary 

The  Secretary  hereby  determines  that  the  reports  required  by  this  siibpart 
have  a  high  degree  of  usefulness  in  criminal,  tax.  or  regulatory  investigations  or 
proceedings. 

§  103.22    Reports  of  Currency  Transactions 

Each  financial  institution  shall  file  a  report  of  each  deposit,  withdrawal,  ex- 
change of  currenc.v  or  other  payment  or  transfer,  by,  through,  or  to  such  finan- 
cial institution,  which  involves  a  transaction  in  currency  of  more  than  $10,000. 
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Except  as  otherwise  directed  in  writing  by  the  Secretary,  this  section  shall 
not  (1)  require  reports  of  transactions  with  Federal  Reserve  Banks  or  Federal 
Home  Loan  Banks;  (2)  require  reports  of  transactions  solel;^  with,  or  originated 
by,  financial  institutions  or  foreign  banks ;  or  (3)  require  a  bank  to  report  trans- 
actions with  an  established  customer  maintaining  a  deposit  relationship  with 
the  bank,  in  amounts  which  the  bank  may  reasonably  conclude  do  not  exceed 
amounts  commensurate  with  the  customary  conduct  of  the  business,  industry 
or  profession  of  the  customer  concerned.  A  report  listing  such  customers  who 
engage  in  transactions  which  are  not  reported  because  of  the  exemption  con- 
tained in  this  paragraph  shall  be  made  to  the  Secretary  upon  demand  therefor 
made  by  him. 

§  103.23    Reports  of  Transportation  of  Currency  or  Monetary  Instruments 

(a)  p]ach  person  who  physically  transports,  mails,  or  ships,  or  causes  to  be 
physically  transported,  mailed  or  shipped,  currency  or  other  monetary  instru- 
ments in  an  aggregate  amount  exceeding  $5,0CM3  on  any  one  occasion  from  the 
United  States  to  any  place  outside  the  United  States,  or  into  the  United  States 
from  any  place  outside  the  United  States,  shall  make  a  report  thereof.  A  person 
is  deemed  to  have  caused  such  transportation,  mailing  or  shipping  when  he  aids, 
abets,  counsels,  commands,  procures  or  requests  it  to  be  done  by  a  financial 
institution  or  any  other  person.  A  transfer  of  funds  through  normal  banking 
procedures  which  does  not  involve  the  physical  transportation  of  currency  or 
inonetary  instruments  is  not  required  to  be  reported  by  this  section. 

(b)  Each  person  who  receives  in  the  United  States  currency  or  other  mone- 
tary instruments  in  an  aggregate  amount  exceeding  $5,000  on  any  one  occasion 
which  have  been  transported,  mailed,  or  shipped  to  such  person  from  any  place 
outside  the  United  States  with  respect  to  which  a  report  has  not  been  filed  under 
subsection  (a)  of  this  section,  whether  or  not  required  to  be  filed  thereunder, 
shall  make  a  report  thereof,  stating  the  amount,  the  date  of  receipt,  the  form 
of  monetary  instruments,  and  the  person  from  whom  received. 

(c)  This  section  shall  not  require  reports  by  (1)  a  Federal  Reserve  bank,  (2) 
a  bank,  a  foreign  bank,  or  a  broker  or  dealer  in  securities,  in  respect  to  currency 
or  other  monetary  instruments  mailed  or  shipped  through  the  postal  service  or 
by  common  carrier,  (3)  a  person  who  is  not  a  citizen  or  resident  of  the  United 
States  in  respect  to  currency  or  other  monetary  instruments  mailed  or  shipiwd 
from  abroad  to  a  bank  or  broker  or  dealer  in  securities  through  the  postal  service 
or  by  common  carrier,  (4)  a  common  carrier  of  passengers  in  respect  to  currency 
or  other  monetary  instruments  in  the  possession  of  its  passengers,  (5)  a  common 
carrier  of  goods  in  respect  to  shipments  of  currency  or  monetary  instruments  not 
declared  to  be  such  by  the  shipper,  (6)  a  travelers'  check  issuer  or  its  agent  in 
respect  to  the  transportation  of  travelers'  checks  prior  to  their  delivery  to  selling 
agents  for  eventual  sale  to  the  public,  nor  by  (7)  a  person  engaged  as  a  bu.siness 
in  the  transportation  of  currency,  monetary  instmments  and  other  commercial 
papers  with  respect  to  the  transportation  of  currency  or  other  monetary  instru- 
ments ovei-land  between  established  offices  of  banks  or  brokers  or  dealers  in  secu- 
rities and  foreign  banks. 

(d)  This  section  does  not  require  that  more  than  one  report  be  filed  covering 
a  particular  transportation,  mailing  or  shipping  of  currency  or  other  monetary 
instruments  with  respect  to  which  a  complete  and  truthful  report  has  been  filed 
by  a  person.  However,  no  person  required  by  subparagraphs  (a)  or  (b)  of  this 
section  to  file  a  report  shall  be  excused  from  liability  for  failure  to  do  so  if,  in 
fact,  a  complete  and  truthful  report  has  not  been  filed. 

§  103.24    Reports  of  Foreign  Financial  Accounts 

Each  person  sub.iect  to  the  jurisdiction  of  the  United  States  (except  a  foreign 
subsidiary  of  a  United  States  person)  having  a  financial  interest  in,  or  signature 
or  other  authority  over,  a  bank,  securities  or  other  financial  account  in  a  foreign 
country  shall  report  such  relationship  as  required  on  his  federal  income  tax 
return  for  each  year  in  which  such  relationship  exists,  and  shall  provide  such 
information  concerning  each  such  account  as  shall  he  specified  in  a  special  tax 
form  to  be  filed  by  such  persons. 

§  103.25     Filing  of  Reports 

(a)  Reports  required  to  be  filed  by  the  first  paragraph  of  Section  103.22  shall 
l)e  filed  on  or  before  the  forty-fifth  day  following  that  on  which  the  reported 
transactions  occur.  Thev  shall  be  filed  with  the  Commissioner  of  Internal  Revenue 
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on  forms  to  be  prescribed  by  him,  with  the  approval  of  the  Secretary.  All  informa- 
tion called  for  in  such  forms  shall  be  furnished. 

(b)  Reports  required  to  be  tiled  by  Section  103.23(a)  shall  be  filed  at  the 
time  of  entry  into  the  United  States  or  at  the  time  of  departure,  mailing  or  ship- 
ping from  the  United  States,  unless  otherwise  directed  or  permitted  by  the  Com- 
missioner of  Customs.  They  shall  be  tiled  with  the  Customs  othcer  in  charge  at 
any  Customs  port  of  entry  or  departure,  or  as  otherwise  permitted  or  directed 
by  the  Commissioner  of  Customs.  If  the  currency  or  other  monetary  instruments 
with  respect  to  which  a  report  is  reiiuired  do  not  accompany  a  person  entering 
or  departing  from  the  United  States,  such  reports  may  be  tiled  by  mail  on  or 
before  the  date  of  entry,  departure,  mailing  or  shipping,  with  the  Commissioner 
of  Customs,  Attention :  Currency  Transportation  Reports,  Washington,  D.C. 
2022G.  They  shall  be  on  forms  to  be  prescribed  by  the  Secretary  and  all  informa- 
tion called  for  in  such  forms  shall  be  furnished. 

(c)  Reports  required  to  be  tiled  by  Section  103.23(b)  shall  be  tiled  with  the 
Commissioner  of  Customs  within  thirty  days  after  receipt  of  the  currency  or 
other  monetary  instruments.  They  may  be  tiled  with  the  Customs  officer  in  charge 
at  any  port  of  entry  or  departure,  or  by  mail  addressed  to  the  Commissioner  of 
Customs,  Attention  :  Currency  Transportation  Reports,  Washington,  D.C.  2022(3. 
They  shall  be  on  forms  to  be  prescribed  by  the  Secretary  and  all  information 
called  for  in  such  forms  shall  be  furnished. 

(d)  Forms  to  be  used  in  making  the  reports  required  by  Sections  103.22  and 
103.23  may  be  obtained  from  any  Internal  Revenue  office ;  in  addition,  forms  to 
be  used  in  making  the  reports  required  by  Section  103.23  may  be  obtained  from 
any  office  of  the  Bureau  of  Customs. 

§  103.26     Identification  Required 

Before  effecting  any  transaction  with  respect  to  which  a  report  is  required 
under  the  first  paragraph  of  Section  103.22,  a  financial  institution  shall  verify 
and  record  the  identity,  and  record  the  account  number  on  its  books  or  the  social 
security  or  taxpayer  identification  number,  if  any.  of  a  person  with  whom  or 
for  whose  account  such  transaction  is  to  be  effected.  Verification  of  identity  for 
a  customer  of  the  financial  institution  depositing  or  withdrawing  funds  may  be 
by  reference  to  his  account  or  other  number  on  the  books  of  the  institution.  Verifi- 
cation of  identity  in  any  other  case  niiiy  be  by  examination,  for  example,  of  a 
driver's  license,  passport,  alien  identification  card,  or  other  appropriate  document 
normally  acceptable  as  a  means  of  identification. 

SUBPART   C — RECORDS   REQUIRED   TO   BE    MAINTAINED 

§  103.31     Determination  by  the  Secretary 

The  Secretary  hereby  determines  tliat  the  records  required  to  be  kept  by  this 
subpart  have  a  high  degree  of  usefulness  in  criminal,  tax,  or  regulatory  investi- 
gations or  proceedings. 

§  103.32     Records   To    Be    Made    and    Retained    by    Persons    Having    Financial 
Interests  in  Foreign  Financial  Accounts 

Records  of  accounts  required  by  Section  103.24  to  be  reported  on  a  federal  in- 
come tax  return  shall  be  retained  by  each  person  having  a  financial  interest  in 
any  such  account.  Such  records  shall  contain  the  name  in  which  each  such 
account  is  maintained,  tlie  nund)er  or  other  designation  of  such  account,  the 
name  and  address  of  the  foreign  bank  or  other  person  with  whom  such  account 
is  maintained,  the  type  of  such  account,  and  the  maximum  value  of  each  such 
account  during  the  reporting  jieriod.  Such  records  shall  be  retained  for  a  period 
of  five  years  and  shall  be  kept  at  all  times  available  for  inspection  as  authorized 
by  law.  In  the  con)i)utation  of  the  i)eriod  of  five  years,  there  sliall  be  disregardtnl 
any  i)eriod  beginning  with  a  date  on  which  the  taxpayer  is  indicted  or  information 
instituted  on  account  of  the  filing  of  a  fal.se  or  fraudulent  federal  income  tax 
return  or  failing  to  file  a  federal  income  tax  return,  and  ending  with  tlie  date 
on  which  final  disposition  is  made  of  the  criminal  proceeding. 

§  103,33    Records  To  Be  Made  and  Retained  by  Financial  Institutions 

Each  financial  institution  shall  retain  either  the  original  or  a  microfilm  or 
other  copy  or  reproduction  of  each  of  the  following  : 

(a)  a  record  of  each  extension  of  credit  in  an  amount  in  excess  of  .^.l.OOO, 
except  an  extension  of  credit  secured  by  an  interest  in  real  property,  wliich  record 
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shall  contain  the  name  and  address  of  the  person  to  whom  the  extension  of  credit 
is  made,  the  amount  thereof,  the  nature  or  purpose  thereof,  and  the  date  thereof ; 

(b)  a  record  of  each  advice,  request,  or  instniction  received  regarding  a 
transaction  which  results  in  the  transfer  of  funds,  or  of  currency,  other  monetary 
instruments,  checks,  investment  securities,  or  credit,  of  more  than  $10,000  to  a 
person,  account,  or  place  outside  the  United  States  ; 

(c)  a  record  of  each  advice,  request,  or  instruction  given  to  another  financial 
institution  or  other  person  located  within  or  without  the  United  States,  regarding 
a  transaction  intended  to  result  in  the  transfer  of  funds,  or  of  currency,  other 
monetary  instruments,  checks,  investment  securities,  or  credit,  of  more  than 
$10,000  to  a  person,  account  or  place  outside  the  United  States ; 

§  103.34    Additional  Records  To  Be  Made  and  Retained  by  Banks 

(a)  With  respect  to  each  deposit  or  share  account  opened  with  a  bank  after 
June  30,  1972,  by  a  person  residing  or  doing  business  in  the  United  States  or  a 
citizen  of  the  United  States,  such  bank  shall  secure  and  maintain  a  record  of 
the  taxpayer  identification  number  of  the  person  maintaining  the  account ;  or  in 
the  case  of  an  account  of  one  or  more  individuals,  such  bank  shall  secure  and 
maintain  a  record  of  the  social  security  number  of  an  individual  having  a  finan- 
cial interest  in  that  account. 

(b)  Elach  bank  shall,  in  addition,  retain  either  the  original  or  a  microfilm 
or  other  copy  or  reproduction  of  each  of  the  following : 

(1)  Each  document  granting  signature  authority  over  each  deposit  or 
share  account ; 

(2)  Each  statement,  ledger  card  or  other  record  on  each  deposit  or  share 
account,  showing  each  transaction  in,  or  with  resi)ect  to,  that  account ; 

(3)  Each  check,  clean  draft,  or  money  drawn  on  the  bank  or  issued  and 
payable  by  it,  except  those  drawn  on  accounts  which  can  be  expected  to  have 
drawn  on  them  an  average  of  at  least  100  checks  per  month  over  the  calendar 
year  or  on  each  occasion  on  which  such  checks  are  issued,  and  which  are  (i) 
dividend  checks,  (ii)  payroll  checks,  (ill)  employee  benefit  checks,  (iv)  insur- 
ance claim  checks,  (v)  medical  benefit  checks,  (vi)  checks  drawn  on  govern- 
mental agency  accounts,  (vii)  checks  drawn  by  brokers  or  dealers  in  securities, 
(viii)  checks  drawn  on  fiduciary  accounts,  (ix)  checks  drawn  on  other  financial 
institutions,  or  (x)  pension  or  annuity  checks  ; 

(4)  Each  item  other  than  bank  charges  or  periodic  charges  made  pursuant 
to  agreement  with  the  customer,  comprising  a  debit  to  a  customer's  deposit  or 
share  account,  not  required  to  be  kept,  and  not  specifically  exempted,  under 
subpai'agraph  (b)  (3)  of  this  section  ; 

(5)  Each  item,  including  checks,  drafts,  or  transfers  of  credit,  of  more 
than  $10,000  remittetl  or  transferred  to  a  person,  account  or  place  outside  the 
United  States ; 

(6)  A  record  of  each  remittance  or  transfer  of  funds,  or  of  currency,  other 
monetary  instruments,  checks,  investment  securities,  or  credit,  of  more  than 
$10,000  to  a  person,  account  or  place  outside  the  United  States  ; 

(7)  Each  check  or  draft  in  an  amount  in  excess  of  $10,000  drawn  on  or 
issued  by  a  foreign  bank,  purchased,  received  for  credit  or  collection,  or  other- 
wise acquii'ed  by  the  bank  ; 

(S)  Each  item,  including  checks,  drafts  or  transfers  of  credit,  of  more 
than  $10,000  received  directly  and  not  through  a  domestic  financial  institution, 
by  letter,  cable  or  any  other  means,  from  a  person,  account  or  place  outside  the 
United  States : 

(9)  A  record  of  each  receipt  of  currency,  other  monetary  instnmients, 
checks,  or  investment  securities,  and  of  each  transfer  of  funds  or  credit,  of  more 
than  $10,000  recei\'ed  on  any  one  occasion  directly  and  not  through  a  domestic 
financial  institution,  from  a  person,  account  or  place  outside  the  United  States ; 
and 

(10)  Records  prepared  or  received  by  a  bank  in  the  ordinary  course  of 
business,  which  would  be  needed  to  reconstruct  a  demand  deposit  account  and 
to  trace  a  check  deposited  in  such  account  through  its  domestic  processing  sys- 
tenx  or  to  supply  a  description  of  a  deposited  check.  This  subsection  shall  be 
applicable  only  with  respect  to  demand  deposits. 

§  103.35    Additional  Records  To  Be  Made  and  Retained  by  Brokers  and  Dealers 
in  Securities 

(a)  With  respect  to  each  brokerage  account  opened  with  a  broker  or  dealer 
in  securities  after  June  30.  1972,  by  a  person  residing  or  doing  business  in  the 


312   19  72  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

United  States  or  a  citizen  of  the  United  States,  such  broker  or  dealer  shall  secure 
and  maintain  a  record  of  the  taxpayer  identification  numl)er  of  the  person  main- 
tainiuK  the  account ;  or  in  the  case  of  an  account  of  one  or  more  individuals, 
such  l)roker  or  dealer  shall  secure  and  maintain  a  record  of  the  social  security 
number  of  an  individual  having  a  financial  interest  in  that  account. 

(b)  Every  broker  or  dealer  in  securities  shall,  in  addition,  retain  either 
the  original  or  a  microfilm  or  other  copy  or  reproduction  of  each  of  the  following : 

(1)  Each  document  granting  signature  or  trading  authority  over  each 
customer's  account ; 

(2)  Each  record  described  in  section  240.17a-3(a)  (1).  (2),  (3),  (5),  (6). 
(7),  (8)  and  (0)  of  Title  17.  Code  of  Federal  Regulations  : 

(3)  A  record  of  each  remittance  or  transfer  of  funds,  or  of  currency,  checks, 
other  monetary  instruments,  investment  securities,  or  cretlit.  of  more  than 
.$10,000  to  a  person,  account  or  place  out.side  the  T'nited  States  ; 

(4)  A  record  of  each  receipt  of  currency,  other  monetary  instnmients, 
checks,  or  investment  securities  and  of  each  transfer  of  funds  or  credit,  of  more 
than  $10,000  received  on  any  one  occasion  directly  and  not  through  a  domestic 
financial  institution,  from  any  person,  account  or  place  outside  the  ITnited  States. 

§  103.36    Nature  of  Records  and  Retention  Period 

(a)  Wherever  it  is  required  that  there  be  retained  either  the  original  or  a 
microfilm  or  other  copy  or  reproduction  of  a  check,  draft,  monetary  instnunent, 
investment  security,  or  other  similar  instrument,  there  shall  be  retained  a  copy 
of  both  front  and  back  of  each  such  instrument  or  document,  except  that  no  copy 
need  be  retained  of  the  back  of  any  instrument  or  document  which  is  entirely 
blank  or  which  contains  only  standardized  printed  information,  a  copy  of  which 
is  on  file. 

(b)  Records  required  by  this  subpart  to  be  retained  by  financial  institu- 
tions may  be  those  made  in  the  ordinary  course  of  business  by  a  financial  institu- 
tion. If  no  record  is  made  in  the  ordinary  course  of  business  of  any  transaction 
with  respect  to  which  records  are  required  to  be  retained  by  this  subpart,  then 
such  a  record  shall  be  prepared  in  writing  by  the  financial  institution. 

(c)  Records  which  are  required  by  Section  103.34(b)  (10)  to  be  retained  by 
banks  shall  be  retained  for  a  period  of  two  years.  All  other  records  which  are 
required  by  this  subpart  to  be  retained  by  financial  institutions  shall  be  retained 
for  a  period  of  five  years.  All  such  records  shall  be  filed  or  stored  in  such  a  way 
as  to  be  accessible  within  a  reasonable  period  of  time,  taking  into  consideration 
the  nature  of  the  record,  and  the  amount  of  time  expired  since  the  record  was 
made. 

§  103.37    Person  Outside  the  United  States 

For  the  i)urposes  of  this  subpart,  a  remittance  or  transfer  of  funds,  or  of 
currency,  other  monetary  instruments,  checks,  investment  securities,  or  credit  to 
the  domestic  account  of  a  person  whose  address  is  known  by  the  person  making 
the  remittance  or  ti'ansfer,  to  be  outside  the  United  States,  shall  be  deemed  to 
be  a  remittance  or  transfer  to  a  person  outside  the  United  States,  except  that, 
unless  otherwise  directed  by  the  Secretary,  this  section  shall  not  apply  to  a 
transaction  on  the  books  of  a  domestic  financial  institution  involving  the  account 
of  a  customer  of  such  institution  whose  address  is  within  approximately  fifty 
miles  of  the  location  of  the  institiition,  or  who  is  known  to  be  temporarily  out- 
side the  United  States. 

SUBPART   D — GENERAL   PROVISIONS 

§  103.41     Dollars  as  Including  Foreign  Currency 

Wherever  in  this  part  an  amount  is  stated  in  dollars,  it  shall  be  deemed  to 
mean  also  the  equivalent  amount  in  any  foreign  currency. 

§  103.42    Photographic  or  Other  Reproductions  of  Government  Obligations 

Nothing  herein  contained  shall  recpiire  or  authorize  the  microfilming  or  other 
reproduction  of 

(1)  currency  or  other  ohligation  or  .security  of  the  ITnited  States  as 
defined  in  18  U.S.C.  8,  or 

(2)  any  obligation  or  other  security  of  any  foreign  government, 
the  reproduction  of  which  is  prohibited  by  law.    . 
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§  103.43    Availability  of  Information 

The  Secretary  may  make  any  information  set  forth  in  any  reports  received 
pursuant  to  this  part  available  to  any  other  department  or  agency  of  the 
United  States  upon  the  request  of  the  head  of  such  department  or  agency, 
made  in  writing  and  stating  the  particular  information  desired,  the  criminal, 
tax,  or  regulatory  investigation  or  proceeding  in  connection  with  which  the 
information  is  sought,  and  the  oflScial  need  therefor. 

§  103.44    Disclosure 

All  reports  required  under  this  part  and  all  records  of  such  reports  are 
specifically  exempted  from  disclosure  under  section  552  of  Title  5,  United  States 
Code. 

§  103.45     Exceptions,  Exemptions,  Modifications,  and  Reports 

(a)  The  Secretary,  in  his  sole  discretion,  may  by  written  order  or  authori- 
zation malve  exceptions  to,  grant  exemptions  from,  impose  additional  record- 
keeping or  reporting  requirements  authorized  by  statute,  or  otherwise  modify, 
the  requirements  of  this  part.  Such  exceptions,  exemptions,  requirements  or 
modifications  may  be  conditional  or  unconditional,  may  apply  to  particular 
persons  or  to  classes  of  persons,  and  may  apply  to  particular  transactions  or 
classes  of  transactions.  They  shall,  however,  be  applicable  only  as  expressly 
stated  in  the  order  or  authorization,  and  they  shall  be  revocable  in  the  sole 
discretion  of  the  Secretary. 

(b)  The  Secretary  shall  have  authority  to  further  define  all  terms  used 
herein. 

§  103.46    Enforcement 

(a)  Responsibility  for  assuring  compliance  with  the  requirements  of  this 
part  is  delegated  as  follows  : 

(1)  to  the  Comptroller  of  the  Currency,  with  respect  to  national  banks 
and  banks  in  the  District  of  Columbia  ; 

(2)  to  the  Board  of  Governors  of  the  Federal  Reserve  System,  with 
respect  to  state  bank  members  of  the  Federal  Reserve  System  ; 

(3)  to  the  Federal  Home  Loan  Bank  Board,  with  respect  to  insured 
building  and  loan  associations,  insured  savings  and  loan  associations,  and  insured 
institutions  as  defined  in  section  401  of  the  National  Housing  Act ; 

(4)  to  the  Administrator  of  the  National  Credit  Union  Administration, 
with  respect  to  federal  credit  unions  ; 

(5)  to  the  Federal  Deposit  Insurance  Corporation,  with  respect  to  all 
other  banks  except  agents  of  foreign  banks  which  agents  are  not  supervised  by 
state  or  federal  bank  supervisory  authorities  ; 

(6)  to  the  Securities  and  Exchange  Commission,  with  respect  to  brokers 
and  dealers  in  securities  ; 

(7)  to  the  Commissioner  of  Customs  with  respect  to  §  103.23  and  §  103.48: 

(8)  to  the  Commissioner  of  Internal  Revenue  except  as  otherwise  specified 
in  this  section. 

(b)  Over-all  responsibility  for  coordinating  the  procedures  and  efforts  of 
the  agencies  listed  herein  and  assuring  compliance  with  this  part,  is  delegated 
to  the  Assistant  Secretary  (Enforcement,  Tariff  and  Trade  Affairs,  and  Opera- 
tions). Periodic  reports  shall  be  made  by  each  such  agency  to  the  Assistant 
Secretary,  with  copies  to  the  General  Counsel  of  the  Treasury  Department 
and  to  the  Commissioner  of  Internal  Revenue. 

§  103.47    Civil  Penalty 

(a)  For  any  willful  violation  of  any  requirement  of  this  part,  the  Secretary 
may  assess  uix)u  any  domestic  financial  institution,  and  upon  any  partner,  direc- 
tor, officer  or  employee  thereof  who  willfully  participates  in  the  violation,  a  civil 
penalty  not  exceeding  $1,000. 

(b)  For  any  failure  to  file  a  reiwrt  required  under  Section  103.23  or  for 
filing  such  a  report  containing  any  material  omis.-^ion  or  misstatement,  the  Sec- 
retary may  assess  a  civil  penalty  up  to  the  amount  of  the  currency  or  monetary 
instruments  transported,  mailed  or  shipi>ed,  less  any  amount  forfeited  under 
Section  103.48. 
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§  103.48    Forfeiture  of  Currency  or  Monetary  Instruments 

Any  currency  or  other  monetary  instruments  which  are  in  the  process  of  any 
transix)rtation  with  resiX'Ct  to  which  a  report  is  required  under  Section  103.23 
are  subject  to  seizure  and  forfeiture  to  the  United  States  if  such  reiwrt  has  not 
l>een  filed  as  required  in  Section  103.2r(,  or  contains  material  omissions  or  mis- 
statements. Tlie  Secretary  may,  in  his  sole  discretion,  remit  or  mitigate  any  such 
forfeiture  in  whole  or  in  part  upon  such  terms  and  conditions  as  he  deems 
reasonable. 

§  103.49    Criminal  Penalty 

(a)  Any  person  who  willfully  violates  any  provision  of  this  part  may,  ui)on 
conviction  thereof,  be  fined  not  more  than  $1,000  or  be  imprisoned  not  more  than 
one  year,  or  both.  Such  ixrson  may  in  addition,  if  the  violation  is  of  any  provi- 
sion authorized  by  Title  I  of  Public  Law  Dl-riOS  and  if  the  violation  is  conunitted 
in  furtherance. of  the  conimi.s.sion  of  any  violation  of  Federal  law  punishable  by 
imprisonment  for  more  than  one  year,  be  fined  not  more  than  $10,000  or  be  im- 
prisoned not  more  than  five  years,  or  both. 

(b)  Any  i)erson  who  willfully  violates  any  provision  of  Title  II  of  Public 
Law  91-508,  or  of  this  part  authorized  thereby,  where  the  violation  is  either 

(1)  committed  in  furtherance  of  the  commis.-^ion  of  any  other  violation  of 
Federal  law,  or 

(2)  committed  as  part  of  a  pattern  of  illegal  activity  involving  transac- 
tions exceeding  $100,000  in  any  twelve-month  period,  may,  upon  conviction 
thereof,  be  fined  not  more  than  $500,000  or  be  imprisoned  not  more  than  five  years, 
or  both. 

(c)  Any  pei'son  who  knouingly  makes  any  false,  fictitious  or  fraudident 
statement  or  representation  in  any  report  required  by  this  part  may,  uix)n  con- 
viction thereof,  be  fined  not  more  than  $10,000  or  be  imprisoned  not  more  than  5 
years,  or  both. 

§  103.50      Enforcement  Authority  With  Respect  to  Transportation  of  Currency 
or  Monetary  Instruments 

(a)  If  the  Secretary  has  reason  to  believe  that  currency  or  monetary  instru- 
ments are  in  the  process  of  tran.sportation  and  with  respect  to  which  a  report  re- 
quired under  Section  103.23  of  this  part  has  not  been  filed  or  contains  material 
omissions  or  misstatements,  he  may  apply  to  any  court  of  competent  jurisdiction 
for  a  search  warrant.  Upon  a  showing  of  probable  cause,  the  court  may  issue  a 
warrant  authorizing  the  search  of  any  or  all  of  the  following: 

(1)  One  or  more  designated  persons. 

(2)  One  or  more  designated  or  described  places  or  premises. 

(3)  One  or  more  designated  or  described  letters,  parcels,  packages,  or  other 
physical  objects. 

(4)  One  or  more  designated  or  described  vehicles. 

Any  application  for  a  search  warrant  pursiumt  to  this  section  shall  be  accom- 
l>anied  by  allegations  of  fact  supporting  the  application. 

(b)  This  section  is  not  in  derogation  of  the  authority  of  the  Secretary  under 
any  other  law  or  regulation. 

§  103.51     Effective  Date 

This  part  shall  become  effective  July  1,  1972. 


,     Taxation  Developments 

Exhibit  41.— Remarks  by  Assistant  Secretary  Cohen,  July  15,  1971,  before  the 
Tax  Section  of  the  American  Rar  Association,  London,  England,  regarding 
the  formulation  of  tax  policy  in  the  United  States 

It  should  have  occurred  to  me  a  year  ago,  when  I  agreed  to  give  this  talk  today, 
that  an  American  who  dares  speak  in  England  about  the  formulation  of  tax 
policy  is  throwing  caution  to  the  winds.  For  it  was  the  issue  of  taxation  that  200 
years  ago  topped  the  list  of  grievances  that  the  Thirteen  American  Colonies  bore 
against  the  mother  country  and  led  to  the  Declaration  of  Independence  on  July 
4,  1776. 
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It  has  been  said  many  times  in  jest,  but  with  a  touch  of  grim  reality,  that  the 
delicate  task  of  the  tax  official  is  to  keep  the  citizens  sullen  but  not  mutinous. 
The  location  of  that  shadowy  line  is  difficult  indeed,  but  history  records  that  King 
G-eorge  III  and  his  Chancellors  of  the  Exchequer  overstepped  the  mark. 

It  was  not  alone  the  level  of  the  taxes  that  sparked  the  American  Revolution. 
More  significant  Avas  the  insistence  of  the  colonists  that  they  have  an  adequate 
voice  in  the  determination  of  the  taxes  to  be  levied  upon  them.  The  cry  that 
"taxation  without  representation  is  tyranny"  resounded  through  the  Atlantic  sea- 
board and  galvanized  into  action  men  who  in  calmer  moments  were  deeply  de- 
voted to  their  British  heritage.  Indeed  it  is  that  brotherly  faith  in  the  wisdom  of 
the  common  law  and  adherence  to  democratic  principles  that  brings  us  together 
today,  as  it  has  on  so  many  other  occasions. 

The  right  of  representation  in  tax  matters,  forged  in  the  crucible  of  a  dreadful 
war,  has  been  zealously  preserved  and  guarded  in  the  American  political  struc- 
ture both  at  the  Federal  level  and  in  State  and  local  governments.  Perhaps  no- 
where is  this  better  seen  than  in  smaller  communities,  particularly  in  New 
England,  at  town  meetings  when  the  annual  local  budget  is  adopted.  Generally 
gathering  in  the  dead  of  winter,  with  snow  piled  high  around  the  town  hall  and 
the  temperature  too  low  to  admit  of  fresh  air,  the  entire  taxjDaying  body  politic 
meets  for  a  day  to  debate  and  vote  on  each  item  in  the  annual  budget — each 
citizen  knowing  full  well  how  much  each  item  of  town  equipment  and  each  town 
salary  will  co.>«t  him  personally  in  his  taxes.  No  more  democratic  process  for  the 
voting  of  a  budget  and  taxes  could  be  imagined. 

State  and  local  governments  raise  about  one-third  of  the  taxes  (including  so- 
cial insurance  taxes)  collected  in  the  United  States  at  present.  Within  each  of 
the  50  States  taxes  are  enacted  by  the  State  legislatures  and  by  local  govern- 
mental units  pursuant  to  the  various  State  constitutions.  These  taxes  are  affected 
only  in  broad  terms  by  the  provisions  of  the  Federal  Constitution,  such  as  the 
prohibition  of  State  taxes  on  exports  or  State  taxes  that  would  discriminate 
against  interstate  or  foreign  commerce ;  and  by  Federal  statutes,  such  as  the 
Federal  income  and  estate  tax  laws,  which  allow  deductions  or  credits  for  cer- 
tain types  of  State  and  local  taxes  and  not  for  others.  But  by  and  large  the 
States  retain  for  themselves  the  right  to  formulate  their  own  tax  policies. 

The  process  of  developing  tax  i>olicy  in  our  Federal  Government  is  governed 
basically  by  the  provisions  of  our  Federal  Constitution.  Adopted  in  1789  and 
supplemented  by  26  amendments,  it  creates  a  system  of  checks  and  balances  be- 
tween the  legislative,  administrative,  and  judicial  branches  of  the  Federal  Gov- 
ernment. It  differs  in  many  important  respects  from  the  parliamentary  system 
that  exists  in  the  United  Kingdom.  These  differences  are  reflected  in  the  devel- 
opment of  all  legislation  but  especially  so  in  the  field  of  taxation. 

The  Federal  Constitution  grants  to  the  Congress  in  broad  terms  the  power  "To 
lay  and  collect  Taxes,  Duties,  Imposts  and  Excises"  (article  I,  section  8),  subject 
to  several  limitations.  The  Congress  is  divided  into  two  branches,  a  House  of 
Representatives  and  a  Senate;  and  legislation,  including  tax  measures,  must  be 
approved  by  majority  vote  in  each  branch.  The  House  of  Representatives  con- 
sists now  of  435  voting  members,  apportioned  among  the  50  States  according  to 
their  respective  populations  determined  every  10th  year  by  an  annual  census. 
The  States  of  New  York  and  California,  with  the  largest  populations,  now  have 
41  and  38  Representatives,  respectively,  whereas  a  few  States  with  small  popu- 
lations have  only  one  Representative  in  the  House.  The  Representatives  are 
elected  in  early  November  of  each  even-numbered  year  by  popular  vote  of  their 
constituents  and  take  office  early  in  the  following  January. 

The  Senate  is  composed  of  two  Senators  from  each  State,  regardless  of  the 
population,  elected  by  popular  vote  in  the  State  for  a  term  of  6  years.  One-third 
of  the  Senate  is  elected  in  every  even-numbered  year  at  the  same  time  as  the 
election  of  the  members  of  the  House  of  Representatives. 

Tlius  Federal  tax  legislation  as  well  as  other  statutes  must  be  approved  by 
one  body  that  is  elected  in  proportion  to  population  and  by  another  that  is 
elected  by  equal  representation  for  the  several  States,  regardless  of  size ;  by 
one  body  that  must  stand  for  reelection  every  2  years  and  by  another  in  which 
one-third  their  number  is  elected  every  2  years ;  and  by  one  body  that  must 
function  with  435  members  and  another  that  must  pass  upon  the  same  legislation 
with  only  100  members.  These  differences  in  composition  quite  naturally  produce 
differences  in  procedures  and  frequently  differences  in  policies  between  the  two 
bodies,  in  taxation  as  well  as  other  matters.  With  respect  to  any  particular  legis- 
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latioii,  if  one  house  is  unwilling  to  agree  with  the  version  passed  by  the  other, 
the  differences  must  be  resolved  by  a  conference  between  representatives  of  the 
two  houses  and  the  compromise  bill  again  passed  by  both  houses  by  majority  vote. 

Any  bill  passed  by  lioth  branches  of  the  Congress  must  be  presented  to  the 
President  for  his  signature.  If  he  approves,  the  bill  becomes  law  upon  his  signa- 
ture. If  he  disapproves  and  the  Congress  is  in  session,  it  can  be  enacted  by 
Congress  in  .spite  of  his  veto  if  it  is  again  passed  by  each  house  by  a  two-thirds 
majority. 

The  President  of  the  United  States  is  elected  by  the  people  for  a  term  of 
4  years  and  may  be  reelected  for  one  additional  term.  He  is  the  chief  executive 
officer  of  the  Federal  Government  and  has  the  ultimate  power  of  decision  over 
the  tax  and  other  policies  of  his  administration.  His  administration  is  divided 
into  12  departments,  each  presided  over  by  a  cabinet  officer,  as  well  as  other 
agencies. 

The  responsibility  for  tax  policy  and  tax  administration,  under  the  executive 
guidance  of  the  President,  is  vested  in  the  Department  of  the  Treasury,  headed 
by  the  Secretary  of  the  Treasury.  The  task  of  administration  of  the  tax  laws  is, 
in  general,  delegated  by  the  Secretary  to  the  Commissioner  of  Internal  Revenue, 
who  is  in  charge  of  the  Internal  Revenue  Service  with  its  .some  (55,000  career 
employees.  The  formulation  of  tax  policy  is  a  task  retained  in  the  Office  of  the 
Secretary  and  assigned  to  the  Assistant  Secretary  for  Tax  Policy. 

The  Assistant  Secretary  for  Tax  Policy  is  in  charge  of  a  staff  of  some  20 
lawyers  and  35  economists,  statisticians,  and  econometrlcians.  It  is  this  group 
that  has  the  immediate  respcm-sibility  for  the  development  of  tax  legi-slation  and 
policy  for  the  administration  and  advises  the  T'nder  Secretary  and  the  Secretary 
on  these  matters.  In  the  process,  they  consult  with  and  rely  upon  many  others 
within  the  Treasury  and  el.sewhere  in  the  administration.  In  particular,  they 
consult  with  the  Internal  Revenue  Service  especially  about  such  matters  as 
administrative  feasibility  of  proposals  and  their  effect  upon  allocation  of  avail- 
able personnel  in  the  Service,  factors  which  frequently  have  major  bearing  (m 
policy  decisions.  Of  course,  depending  upon  the  nature  of  the  subject  under  con- 
sideration, other  officers  of  the  Treasuiy  and  their  staffs  are  brought  into  the 
discussions.  Moreover,  the  Treasury  frequently  calls  in  economic  and  other  con- 
sultants for  conferences  or  for  special  studies,  both  of  which  are  of  great  interest 
and  assistance. 

The  Treasury  makes  every  effort  to  discuss  tax  proposals  with  other  depart- 
ments or  agencies  of  the  Government  that  ai"e  interested  in  the  subject  matter. 
On  economic  matters  generally,  it  has  frequent  di.scussions  with  the  Council  of 
Economic  Advisers,  an  agency  that  advises  the  President  and  the  Congress  on 
the  state  of  the  economy  and  economic  measures  to  be  taken.  Moreover,  all 
legislative  proposals  or  po.sitions  of  the  administration  are  required  to  be  cleared 
with  the  Office  of  Management  and  Budget,  which  has  charge  of  the  preparation 
of  the  Federal  budget.  That  Office  reviews  the  proposals  both  for  their  budgetary 
effects  and  for  the  purpose  of  i-econciling  any  conflicting  views  between  different 
departments  or  agencies  within  the  administration.  Certain  proixisals  are  also 
reviewed  with  the  Domestic  Council,  which  seeks  to  coordinate  domestic  policy, 
and  the  recently  formed  International  Council,  which  similarly  .seeks  to  co- 
ordinate policy  in  international  ec(»noniic  and  trade  matters.  And  where  fiscal 
and  monetary  policy  intertwine,  there  is  consultation  with  the  Federal  Reserve 
Board,  which  supervises  the  Federal  Reserve  System,  our  central  banking 
.structure. 

The  Treasury  staff  frequently  consults  and  collaborates  with  the  staff  of  the 
Joint  Connnittee  on  Internal  Revenue  Taxation  in  the  Congress.  The  .Joint  Com- 
mittee itself  consists  of  10  senior  members  of  the  House  Ways  and  Means  Com- 
mittee and  the  Senate  Finance  Committee,  five  from  each  group,  and  it  has  a 
staff  of  lawyers  and  economists.  Among  their  other  duties,  the  .Joint  Committee 
staff  is  available  to  advise  the  Congress  and  its  members  on  pending  or  propo.sed 
tax  legislation,  not  only  with  resi)ect  to  administration  proposals  but  also  with 
respect  to  bills  introduced,  or  contemplated,  by  members  of  Congress  on  their 
own  initiative.  Some  2.000  bills  relating  to  taxes  are  introduced  by  members  in 
each  Congress. 

The  final  authority  over  fiscal  policy  within  the  administration  rests,  of  course, 
with  the  President.  At  the  start  of  each  session  of  the  Congress  in  .Taiuiary,  the 
President  traditionally  delivers  a  mesvsage  on  the  state  of  the  Cnion.  in  which 
he  outlines  his  major  program  for  the  ensuing  year.  This  is  followed  by  a  budget 
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message,  in  which  he  presents  a  proposed  budget  for  the  fiscal  year  that  com- 
mences the  following  July  1.  All  appropriations  for  expenditures  must  be  ap- 
proved by  bills  enacted  by  the  Congress.  Other  messages  from  the  President  to 
the  Congress  follow  in  the  ensuing  weeks,  including  those  relating  to  any  major 
changes  in  the  tax  laws. 

The  Federal  Constitution  requires  that  all  tax  and  appropriation  measures 
originate  in  the  House  of  Representatives  (article  I,  section  7),  although  they 
may  be  amended  and  revised  in  the  Senate.  Thus  any  major  tax  measure  will  be 
considered  first  in  the  House  of  Representatives ;  yet  it  is  possible  for  some  mat- 
ters to  be  taken  up  first  in  the  Senate  where  they  may  be  added  to  other  tax  bills 
that  may  be  pending  there  after  prior  passage  by  the  House. 

Because  of  the  size  of  the  membership  in  both  the  House  and  the  Senate,  the 
customary  practice  is  for  legislation  to  be  considered  first  in  committees  com- 
posed of  members  of  the  particular  body.  In  the  House  of  Representatives,  tax 
and  fiscal  matters  are  referred  to  the  Committee  on  Ways  and  Means,  composed 
of  25  members  of  the  House.  For  many  years  now  15  of  the  committee  members 
have  been  chosen  from  the  party  having  a  majority  of  the  membership  in  the 
House  and  10  from  the  party  in  minority.  A  comparable  situation  exists  in  the 
Senate  where  tax  measures  are  referred  to  the  Committee  on  Finance,  composed 
of  15  Senators,  of  whom  nine  now  are  from  the  party  having  a  majority  in  the 
Senate  and  six  from  the  minority. 

At  present,  the  President  is  a  member  of  the  Republican  Party,  but  the  Demo- 
cratic Party  has  a  majority  in  both  branches  of  the  Congress  and  hence  in  all  of 
the  congressional  committees.  Such  a  situation,  in  which  one  party  controls  the 
administration  and  the  other  party  controls  one  or  both  houses  of  the  Congress, 
has  occurred  a  number  of  times  in  the  past.  It  would,  I  understand,  be  unknown 
in  the  British  parliamentary  system. 

Cabinet  officers  are  customarily  of  the  same  political  party  as  the  President, 
but  there  have  been  a  number  of  exceptions  and  this  has  been  particularly  true  of 
the  position  of  the  Secretary  of  the  Treasury.  In  the  Democratic  administrations 
of  Presidents  Kennedy  and  Johnson,  Secretary  of  the  Treasury  Dillon  was  a 
Republican.  And  the  present  Secretary  of  the  Treasury,  the  Honorable  John  B. 
Connally,  is  a  Democrat.  This,  too,  I  understand  would  be  unusual  in  the  United 
Kingdom. 

But  perhaps  the  most  distinctive  feature  of  the  American  legislative  structure 
in  comparison  with  the  parliamentary  system  lies  in  the  separation  between  the 
legislative  and  administrative  branches  of  the  Government.  The  President  and 
his  Cabinet  officers  are  not  members  of  the  Congress ;  they  may  not  join  in  the 
debates  on  the  fioor  of  either  branch  of  the  Congress :  and  they  have  no  votes 
either  on  the  passage  of  the  bills  or  in  the  prior  committee  action  on  them.  The 
position  of  the  President  on  pending  legislation  may  be  made  known  by  written 
communication  to  the  Congress  or  its  officers,  by  public  statements  or  private 
conversations,  or  through  his  Cabinet  officers  or  their  assistants. 

In  adherence  to  the  tradition  of  permitting  public  protests  and  debates  on  tax 
matters,  it  is  customary  for  the  Committee  on  Ways  and  Means  to  hold  public 
hearings  on  major  or  controversial  tax  proposals.  Customarily,  the  Secretary  of 
the  Treasury  is  the  first  witness  to  appear  before  the  committee.  The  Secretary, 
or  at  times  the  Under  Secretary  or  the  Assistant  Secretary,  present  the  views  and 
analyses  of  the  Treasury.  They  then  may  be  questioned  orally  at  the  public 
hearings  by  each  member  of  the  committee  on  any  aspect  of  the  pending  pro- 
posals. Frequently  this  testimony  is  completed  within  an  hour  or  two,  but  3  days 
were  required  when  the  Treasury  recommendations  were  presented  for  the  Tax 
Reform  Act  of  1969.  Other  members  of  the  administration  may  also  testify  if  the 
subject  relates  to  matters  under  their  jurisdiction. 

The  committee  normally  makes  public  announcement  of  the  hearings  and  invites 
witnesses  from  the  general  public.  Freqiiently  there  is  a  long  list  of  witnesses  and 
the  hearings  may  last  for  weeks,  although  at  times  they  are  completed  in  a  single 
day.  The  hearings  on  the  Tax  Reform  Act  of  1969  required  more  than  2  months. 

In  the  present  administration,  wherever  possible,  we  have  followed  the  practice 
of  transmitting  to  the  Congress  a  recommended  draft  of  legislation  to  cari'y  out 
the  proposals.  We  lielieve  this  practice  facilitates  discussion  of  the  proposal  and 
eliminates  uncertainties.  However,  time  does  not  always  permit  the  completion  of 
the  draft  before  the  Ways  and  Means  Committee  commences  its  public  hearings. 
This  was  the  case  in  the  Tax  Reform  Act  of  1969  when  the  hearings  commenced 
less  than  30  days  after  the  new  administration  took  office.  In  any  event,  the  final 
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drafting  woi-k  on  the  legislation  actually  enacted  is  done  by  the  staff  of  the  Legis- 
lative Counsel  in  the  Congress,  with  representatives  of  the  Treasury  and  the 
congressional  comniittee  stuffs  in  consultation. 

After  the  public  hearings  have  been  concluded,  the  AVays  and  Means  Committee 
generally  holds  executive  sessions  on  the  proposals.  While  the  public  is  excluded 
from  these  deliberations.  Treasury  representatives  are  normally  invited  to  attend 
to  state  the  Treasury  views,  to  respond  to  questions,  and  to  sui)ply  data  and 
analyses.  In  addition,  the  committee  has  its  own  staff  to  advise  it.  But  especially 
the  conunittee  obtains  professional  advice  and  guidance  from  the  staff  of  the  Joint 
Committee  on  Internal  Revenue  Taxation  in  the  Congress. 

The  Ways  and  Means  Committee  meets  daily  during  the  pendency  of  important 
tax  legislation,  frequently  both  morning  and  afternoon  if  the  schedule  of  debates 
on  other  matters  on  the  floor  of  the  House  permits.  The  committee  lias  a  heavy 
calendar  since  it  has  luider  its  jurisdiction  not  only  tax  and  fiscal  matters 
(other  than  approi»riations)  but  also  such  other  matters  as  social  insurance,  wel- 
fare programs,  health  insurance,  and  tariff  and  trade  legislation.  Because  of  these 
extensive  commitments  its  members  generally  do  not  serve  on  other  committees 
of  the  House  of  Representatives. 

On  major  legislation  the  Ways  and  Means  (.'ommittee  in  executive  session 
customarily  reviews  each  important  aspect  of  the  proposed  legislation  in  informal 
discussion.  If  new  approaches  to  the  problems  develop  or  alternative  solutions 
are  offered,  the  committee  staffs  and  Treasury  staffs  are  often  asked  to  examine 
them  in  detail  and  report  back.  Nights  and  weekends  are  filled  with  staff  work 
as  the  committee  deliberations  progress,  and  revi.sed  drafts  may  be  prepared  and 
presented  for  its  consideration.  Usually,  recorded  votes  on  specific  items  are  de- 
ferred until  there  has  been  thorough  consideration.  A  broad  consensus  frequently 
develops,  but  on  occasion  there  is  a  clear  division  of  opinion  that  is  finally  resolved 
by  a  dramatic  3-2  vote. 

It  is  of  major  interest,  I  think,  that  the  positions  taken  by  the  members  of  the 
two  committees  are  seldom  along  strict  party  lines.  To  the  best  of  my  re<'ollec- 
tion,  there  were  more  than  400  votes  on  si>ecific  issues  taken  in  the  committees 
during  the  consideration  of  the  Tax  Reform  Act  of  1!)G9  and  on  only  one  issue 
did  the  vote  reflect  a  strictly  party  division.  The  votes  are  not  a  matter  of  party 
discipline  as  in  many  parliamentary  systems.  Rather,  the  committee  members 
are  inclined  to  represent  the  interests  of  their  districts  and  constituents  as  they 
see  them,  consistent  with  their  own  views  and  the  interests  of  the  Nation  as  a 
whole.  It  is  an  interesting  and  fascinating  process  to  witness  in  action  and  the 
outcome  is  fretiuently  difficult  to  predict.  Often  compromi.ses  are  necessary,  and 
unfortunately  these  compromises  sometimes  beget  complexity  in  our  legislation. 

An  interesting  aspect  of  our  tax  legislative  procedure  is  found  in  the  practice 
of  the  committees  in  filing  an  explanatory  report  concerning  the  bill  when  it  has 
been  approved  by  the  conunittee  and  sent  to  the  floor  of  the  particular  house 
for  action.  The  conunittee  report  generally  .<ets  forth  pertinent  fiscal,  economic, 
and  statistical  data  ;  summarizes  the  nature  and  liackground  of  the  problem 
and  the  reasons  for  the  committee's  decisions;  and  in  addition  contains  a  tech- 
nical analysis  of  the  various  provisions  of  the  bill.  Dissenting  or  concurring 
views  of  committee  members  may  be  appended.  Not  only  is  this  report  of  use 
to  the  members  of  the  Congress  in  voting  upon  the  bill,  l)ut  it  is  fretiuently  re- 
ferred to  by  the  Trea.sury  and  the  Internal  Revenue  Service  in  the  development 
of  regulations  and  rulings,  and  by  the  courts  in  any  ensuing  litigation.  We 
make  use  of  these  committee  reports  in  construing  the  language  f)f  the  statute. 

The  bill  reported  out  by  the  Committee  on  Ways  and  Means  is  thereafter  de- 
bated on  the  floor  of  the  House  of  Representatives.  The  rules  regarding  tax 
legislation  in  the  House  generally  limit  the  hours  of  debate  on  either  side  and 
the  motions  that  may  be  made  t)efore  the  final  vote  on  passage.  In  recent  years 
the  tax  bills  reported  l)y  the  committee  have  been  uniformly  passed  by  the 
House,  but  there  have  been  some  close  votes,  sucli  as  on  the  extension  of  the 
temporary  surcharge  in  June  10(iO  wliich  passed  the  House  by  a  margin  of 
only  five  votes. 

When  a  tax  bill  is  approved  by  the  House  and  sent  to  the  Senate  for  its  con- 
sideration, it  is  referred  to  the  Senate  Committee  on  Finance  for  <'onsiderati()n. 
If  the  bill  is  one  of  major  significance,  the  coinmittce  will  hold  public  hearings 
on  the  bill  passed  I).v  the  House  and  jtroposals  for  its  anu'ndmeiit.  Once  again 
the  Secretary  (»f  the  Treasury  and  other  Treasury  officials  are  generally  the 
first  witnesses.  They  present  the  administration's  position  on  the  contents  of  the 
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bill  and  changes  that  the  administration  recommends.  They  are  generally  ques- 
tioned by  the  15  members  of  the  committee  in  public  sessions.  AVhen  the  Tax 
Reform  Act  came  before  the  committee  in  September  1969,  the  questioning 
of  the  Treasury  officials  occupied  2  full  days. 

Thereafter  members  of  the  public  are  invited  to  appear  as  witnesses  before 
the  committee.  In  lieu  of  testifying  orally,  written  comments  may  be  submitted 
for  the  record  of  the  proceedings.  On  a  bill  of  major  significance  there  will  be 
many  witnesses  and  the  public  hearings  may  continue  for  several  weeks.  The 
1969  hearings  lasted  more  than  a  month  and  the  printed  record  of  the  proceedings 
covers  nearly  7,000  pages. 

The  Senate  Finance  Committee  hearings  may  produce  even  more  witnesses 
and  protests  than  the  previous  hearings  in  the  House.  The  Senate  hearings  rep- 
resent the  last  opportunity  for  public  presentation  of  views.  Pas.sage  of  the  bill 
by  the  House  generally  heightens  public  attention  to  the  issues.  Extensive  com- 
ments in  the  press  and  detailed  analysis  of  the  House-passed  bill  by  lawyers, 
accountants,  economists,  and  others  concerned  tend  to  sharpen  the  issues  and 
call  attention  to  modifications  that  may  be  desirable. 

After  conclusion  of  the  public  hearings,  the  committee  will  then  proceed  to 
consider  the  bill  in  executive  session  without  the  public  being  present.  In  its 
review  of  the  bill  the  committee  will  be  assisted  by  its  own  staff  of  lawyers 
and  economists  and  by  the  staff  of  the  Joint  Committee  on  Internal  Revenue 
Taxation.  Customarily,  Treasury  officials  and  staff  are  also  invited  to  attend 
the  sessions  and  their  views  and  comments  are  solicited.  The  committee  mem- 
bers have  very  heavy  schedules  because  the  committee  itself  has  jurisdiction 
over  the  wide  list  of  matters  that  are  dealt  with  by  the  House  Ways  and  Means 
Committee,  and  in  addition  all  the  Senate  Finance  Committee  members  are 
members  of  other  Senate  committees.  Despite  these  circumstances,  the  Finance 
Committee  completed  most  of  its  deliberation  and  voting  on  the  Tax  Reform  Act 
of  1969  within  about  3  weeks  after  the  conclusion  of  the  public  hearings,  and  it 
reported  out  a  revised  version  of  the  bill  and  an  extensive  committee  report 
within  another  3  weeks  thereafter. 

The  bill  reported  by  the  Finance  Committee  is  then  called  up  for  debate  on 
the  floor  of  the  Senate.  Unlike  the  debate  in  the  House,  the  Senate  rules  permit 
unlimited  debate  save  by  agreement  or  by  virtue  of  a  cloture  rule  that  is  seldom 
invoked.  Generally  the  Senate  rules  permit  any  Senator  to  move  to  delete  any 
provision  of  the  bill  or  to  modify  or  add  other  provisions  that  are  germane. 
Thus  the  Tax  Reform  Act  of  1969,  which  was  considered  on  the  floor  of  the 
House  of  Representatives  for  2  days,  was  debated  on  the  floor  of  the  Senate 
for  some  2^/4  weeks  before  its  passage,  and  a  number  of  floor  amendments  were 
adopted. 

When  the  tax  bill  passed  by  the  Senate  differs  from  the  version  passed  by  the 
House,  it  is  returned  to  the  House  for  consideration  of  the  revised  bill.  The 
House  may  accept  the  changes  made  by  the  Senate,  but  if  it  does  not  do  so  the 
House  will  then  ask  the  Senate  for  a  conference  to  reconcile  the  differences. 
Each  body  then  customarily  appoints  five  or  seven  conferees  depending  gen- 
erally upon  the  importance  of  the  bill.  Usually  the  conferees  will  consist  of 
senior  members  from  each  committee,  a  majority  of  the  conferees  from  each 
committee  being  selected  from  the  party  having  a  majority  of  the  committee 
membersihip. 

The  conferees  meet  to  reconcile  the  differences  between  the  two  versions  of 
the  bill,  generally  with  the  committee  staffs  and  Treasury  representatives  present 
for  assistance.  Their  deliberations  are  intensely  interesting  as  an  illustration 
of  the  democratic  processes  at  work  and  the  art  of  negotiation  and  compromise. 
Neither  side  is  under  compulsion  to  agree  W'ith  the  other ;  yet  while  there  have 
been  occasions  in  which  the  bill  has  lapsed  for  failure  to  reach  an  accord,  an 
accommodation  of  views  generally  develops.  On  any  issue  the  conferees  from  the 
House  vote  as  a  unit  and  those  from  the  Senate  vote  as  a  unit,  the  vote  on  either 
side  l)eing  controlled  by  a  majority  vote  of  that  side. 

In  the  conference  on  the  1969  Act  there  were  some  200  important  issues  on 
which  agi'eement  had  to  be  reached,  and  the  conferees  sat  in  almost  continuous 
session  for  5  days.  One  of  the  sessions  lasted  from  early  morning  until  almost 
4  o'clock  on  the  following  morning. 

When  a  conference  agreement  has  been  arrived  at.  a  conference  report  is  issued 
containing  either  the  text  of  the  bill  as  revised  or  of  the  revisions  to  the  original 
House  bill  that  have  been  agreed  upon.  The  report  normally  contains  a  brief 
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explanation  of  the  conference  agreement  made  by  the  managers  on  the  part  of 
the  House  of  Representatives.  The  conference  bill  is  then  presented  separately 
to  the  House  of  Representatives  and  to  the  Senate  for  a  vote,  and  if  approved 
in  both  bodies  it  is  then  sent  to  the  President  for  his  api)roval  or  veto. 

The  path  of  major  Federal  tax  policy  formulation  in  the  United  States  may 
thus  be  a  long  and  tortuous  one.  We  truly  have  a  government  of  checks  and 
balances,  intricate  in  design  and  complex  in  execution.  At  times  it  may  move 
slowly  before  major  changes  are  made.  Yet  when  the  occasion  demands  it  is 
capable  of  prompt  and  decisive  action.  No  one  man,  nor  any  small  group  of 
men,  control  its  processes.  Its  tax  policies  reflect,  in  general,  a  consensus  of  views, 
sharply  debated  and  critically  examined  through  many  stages. 

In  the  field  of  tax  policy  we  are  blessed  with  many  studious,  intelligent,  indus- 
trious, and  persevering  men  in  our  several  branches  of  Government,  in  our  uni- 
versities and  research  centers,  in  our  press,  in  our  industrj-,  and  in  our  learned 
professions.  They  may  at  times  give  the  impression  of  constant  disagreement, 
for  tax  policy  has  always  been,  and  is  always  likely  to  be,  an  intensely  contro- 
versial topic  ;  and  in  our  society,  as  in  yours,  we  clierish  the  right  of  public  debate 
and  criticism.  But  from  the  melting  pot  of  conflicting  thoughts  and  concepts  we 
have  developed  a  fiscal  system  which  I  think  we  may  view  with  pride,  while 
striving  constantly  to  improve  it. 

In  our  Federal  tax  policy  we  have  relied  more  than  any  other  nation  upon  a 
progressive  personal  income  tax  and  a  corporate  income  tax  for  our  Federal  tax 
revenues.  We  are  proud  that  in  a  half  century  we  have  developed  what  is  gen- 
erally regarded  as  the  most  efficient  income  tax  administration  in  the  world. 
We  are  constantly  striving  to  improve  our  fiscal  policies  and  procedures  to  accom- 
modate the  continued  growth  of  a  vast  country.  In  doing  so  we  shall  remain 
ever  faithful  to  the  principles  of  freedom  and  democracy  that  are  our  heritage 
from  your  own  noble  history. 


Exhibit  42. — Statement  by  Secretary  Connally,  September  8,  1971,  before  the 
House  Committee  on  Ways  and  Means  on  tax  proposals  embodied  in 
President  Nixon's  new  economic  policy 

I  appear  before  you  today  to  voice  strong  and  urgent  support  for  the  tax 
proposals  embodied  in  President  Nixon's  new  economic  policy.  Early  enactment 
of  these  measures,  substantially  in  the  form  recommended  by  the  administration, 
is  essential  if  the  comprehensive  program  announced  by  the  President  on  August 
15  is  to  have  maximum  success — and  if  it  is  to  fulfill  the  great  expectations  of 
the  American  people. 

Literally  millions  of  words  have  been  written  about  the  new  economic  policy 
and  I  shall  not  take  the  committee's  time  today  to  describe  the  measures  in 
detail.  However,  a  brief  outline  of  the  thrust  and  implications  of  the  President's 
policies  can  serve  as  a  useful  framework  for  discussion  of  those  legislative  pro- 
posals which  are  of  direct  interest  to  this  committee. 

Stated  briefly,  Mr.  Chairman,  President  Nixon  on  August  15  : 

Instituted  a  i)0-day  wage-price  freeze  to  break  the  back  of  inflation  and  speed 
the  return  to  stable  economic  growth ; 

Established  a  temporary  10-percent  surcharge  on  imports,  and  suspended  tem- 
porarily the  convertibility  of  the  dollar  into  gold  or  other  resen-e  assets,  in 
order  to  improve  this  country's  position  in  world  trade  and  provide  the  base  for 
improving  international  monetary  and  trading  arrangements  ; 

Proposed  acceleration  of  tax  reductions  now  scheduled  for  1973  to  1972,  thus 
raising  total  individual  income  tax  reduction  next  January  to  $4.9  billion  (of 
which  $2.2  billion  will  result  from  the  acceleration)  ; 

Asked  for  repeal  of  the  7-percent  excise  tax  on  sales  of  new  automobiles,  a  step 
which  will  bolster  demand  for  new  cars  and  will  result  in  over  $2  billion  in  tax 
savings  to  car  buyers  ; 

Proposed  enactment  of  a  10-percent  job  development  credit  (5  percent  after 
August  15,  1972)  to:  (1)  Create  jobs  by  stimulating  spending  on  new  productive 
equipment,  (2)  increase  productivity,  which  is  the  only  effective  way  of  achieving 
reasonable  price  stability  and  steadily  rising  real  income  for  workers  and  savers, 
and  (3)  enhance  the  competitive  position  of  American  industry  and  labor  in  an 
increasingly  competitive  world  ; 

Called  for  legislation  to  remove  the  bias  in  our  tax  system  which  leads  to  the 
export  of  jobs    (the  proposed  Domestic  International  Sales  Corporation)  ;  and 
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Balanced  the  losses  of  revenue  from  the  tax  changes  with  reductions  in  Federal 
budget  outlays,  a  necessity  if  inflationary  pressures  are  to  be  contained. 

The  President's  new  economic  policy  is  a  comprehensive  and  cohesive  program. 
This  coordinated  approach  promises  a  much  greater  impact  than  could  be  ex- 
pected from  the  sum  of  its  parts.  Each  of  the  measures  has  been  proposed  from 
time  to  time  by  others.  But  by  putting  all  the  pieces  together  the  President's  pro- 
posals constitute  an  effective  attack  on  a  complex  set  of  economic  problems. 

Mr.  Chairman,  we  urge  prompt  action  on  the  part  of  this  committee.  This 
carefully  balanced  program  will  be  seriously  impaired  if  any  of  its  important 
parts  are  not  enacted. 

The  key  point  to  emphasize  is  the  job-creating  impact  of  the  President's  pro- 
gram. Jobs  will  be  created  in  the  private  sector,  not  in  the  public  sector  by 
expanding  Government  payrolls. 

Take  the  automobile  industry  as  an  example.  At  least  one  out  of  10  jobs  in  this 
country  is  related  to  automobile  production  and  sales.  It  is  distressing  to  note 
that  the  most  recent  figures  (discounting  seasonal  slack)  show  close  to  50,000 
men  out  of  work  in  the  automobile  manufacturing  industry.  I  know  of  no  analyst 
who  disagrees  with  the  view  that  the  repeal  of  the  excise  tax  (which  will  be 
passed  on  to  the  consumer),  combined  with  the  temporary  import  surcharge,  will 
increase  domestic  automobile  production  and  sales  in  the  months  ahead.  Some 
industry  leaders  predict  an  increase  of  5  to  10  percent.  If  we  split  the  difference 
and  assume  a  7%-percent  gain,  domestic  car  sales  may  rise  from  the  previously 
estimated  8  to  8.6  million. 

Mr.  Chairman,  600,000  additional  domestic  automobile  sales  can  be  translated 
directly  into  150,000  additional  jobs,  not  counting  dealer  employees. 

I  disagree  with  the  arguments  of  those  who  maintain  that  the  excise  tax  should 
remain  on  autos  as  a  penalty  tax  on  pollutants.  If  tax  penalties  are  to  be  used 
for  environmental  purposes,  they  should  be  specifically  tailored  and  carefully 
implemented. 

The  President's  tax  proposals  have  been  characterized  by  some  as  a  "business 
bonanza."  This  charge  implies  that  nothing  is  being  done  for  individuals.  It  also 
suggests  that  profits  are  high  and  should  be  reduced. 

What  are  the  facts  ? 

Enactment  of  the  Pi-esident's  proposals,  plus  the  $2.7  billion  of  tax  cuts  already 
scheduled  to  take  effect  in  January,  will  mean  an  income  tax  reduction  in  1972 
of  $4.9  billion  for  individuals,  most  of  whom  are  in  the  lower  income  brackets. 
The  increased  reduction  will  result  from  the  President's  proposal  to  accelerate 
the  cuts  scheduled  in  1973  to  1972. 

Nor  is  the  elimination  of  the  auto  excise  tax  a  "business  bonanza."  It  is  the 
car  buyer — not  the  producer — who  will  get  the  break  as  the  auto  companies  pass 
on  the  tax  cut. 

What  is  the  overall  result  for  individuals?  In  1972,  the  combined  effect  of  the 
cuts  already  scheduled  plus  enactment  of  the  President's  program  will  mean  a 
reduction  in  individual  tax  payments — income  and  excise — of  about  $7  billion. 

How  have  profits  been  doing?  Measured  as  a  percentage  of  gross  national 
product,  profits  today  are  lower  than  at  any  time  since  1938. 

During  the  past  5  years,  while  total  wages  and  salaries  have  increased  37  per- 
cent from  $394  billion  to  $541  billion — a  jump  of  $147  billion — coriJorate  profits 
have  decreased  over  10  percent  from  $84  billion  to  $75  billion — ^a  drop  of  $9  billion. 

These  figures  should  be  disturbing  to  all  of  us.  It  now  takes  many  thousands 
of  dollars  of  investment  to  sustain  one  job  in  American  industry.  Where  will 
this  money  come  from? 

In  our  economic  system,  profits  are  a  prerequisite  to  attracting  and  retaining 
this  needed  capital.  If  sufficient  profits  are  not  earned  by  a  business,  it  can 
neither  attract  outside  equity  capital  nor  justify  the  retention  of  its  own  capital. 

At  a  time  when  there  is  an  acute  shortage  of  risk  capital — not  only  in  the 
United  States  but  throughout  the  world — it  is  imperative  that  American  busi- 
nesses, owned  by  millions  of  Americans,  generate  profits  sufficient  to  attract  such 
capital. 

Too  often  when  we  talk  about  profits  i^eople  think  only  in  narrow  terms — of 
the  wealthy  individual  receiving  a  dividend  on  his  stock.  The  fact  is  that  millions 
of  working  Americans  are  capitalists  in  their  own  right.  They  own  equity 
interest  in  pension  plans,  insurance  companies,  mutual  funds,  profit  sharing 
plans,  and  in  thousands  of  individual  firms.  Thus  over  100  million  Americans 
directly  or  indirectly  provide  this  capital — the  lifeblood  of  our  economy — and 
hence  share  in  the  benefits  of  its  productive  use. 
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This  question  of  business  benefits  versus  individual  benefits  must  be  put  in 
perspective ;  they  are  not  separable.  I  know  of  no  better  way  to  gain  this  per- 
spective than  to  go  back  to  January  1969  and  compare  business  and  individual  tax- 
actions  since  that  time.  Many  of  us  tend  to  forget  that  Congress,  in  enacting  the 
Tax  Reform  Act  of  1969,  granted  a  massive  tax  cut  to  middle-  and  low-income 
individuals  while  raising  taxes  shariily  on  business  corporations  and  individuals 
in  the  top  brackets.  Let's  look  at  the  record. 

To  be  complete  the  record  must  include  the  impact  of  the  Tax  Reform  Act  plus 
the  administration's  change  in  depreciation  regulations  and  the  tax  proposals 
of  the  new  economic  policy.  If  the  impact  of  these  measures  is  spread  over  the 
5  years,  1969  through  1973,  the  result  is  startling  : 

Federal  income  tax  payments  of  individuals  will  have  been  reduced  by  almost 
$34  l)illion.  Tax  payments  on  corporate  profits  will  have  declined  by  slightly  more 
than  $1  billion. 

The  record  is  clear.  Enactment  of  the  President's  recommendations,  given  the 
perspective  of  the  three  years  of  the  Nixon  administration,  will  not  be  a  bonanza 
for  business. 

The  President's  program  is  also  fiscally  sound.  In  fiscal  year  1972,  the  $3.8 
billion  in  net  revenue  reductions  will  be  offset  by  $4.9  billion  in  expenditure 
cuts,  resulting  from  a  5-percent  reduction  in  Federal  employment  and  proposals 
to  freeze  the  Federal  pay  increase  and  defer,  for  a  short  while,  proposals  for 
revenue  sharing  and  welfare  reform. 

The  President's  support  for  these  programs  has  not  diminished.  These  legis- 
lative deferrals  are  just  that  and  no  more,  and  in  fact  they  reflect  primarily 
realistic  legislative  timetables  for  these  high-priority  measures. 

The  fiscal  balance,  which  is  highly  desirable  from  a  fiscal  and  debt  management 
standpoint,  does  not  significantly  detract  from  the  net  expansionary  thrust  of 
the  new  economic  policy.  This  is  because  the  elements  of  the  program  which 
create  jobs  are  extremely  powerful  relative  to  the  sijending  cuts. 

In  effect,  the  President  is  proposing  a  mix  in  fi.scal  policy  between  tax  and 
expenditure  policies,  which  places  maximum  reliance  on  our  private  free  enter- 
prise economy  and  less  reliance  on  expanding  the  already  large  Government 
sector. 

Mr.  Chairman,  it  would  be  a  mistake  to  leave  the  committee  with  the  impres- 
sion that  the  President's  new  economic  policy  is  geared  solely  to  the  solution  of 
shortrun  problems.  Every  major  measure  that  the  President  proposes  has  signif- 
icant longrun  benefits. 

The  shortrun,  job-creating  effects  of  the  President's  program  have  been 
emphasized.  But  too  many  observers  have  overlooked  the  longrun  relationship 
between  productivity,  jobs,  and  a  rising  standard  of  living.  Building  upon  the 
highly  favorable  experience  with  the  investment  credit,  the  new  jol)  development 
credit  can  create  literally  hundreds  of  thousands  of  jobs  in  the  years  ahead 
as  American  industry  tools  up  to  be  a  vigorous  competitor  in  an  increasingly 
competitive  world. 

And  in  the  long  run,  only  rising  productivity  can  provide  the  increase  in  real 
income  that  means  a  rising  standard  of  living  for  all  Americans. 

As  the  President  said  in  his  Labor  Day  address  : 

"Productivity  really  means  getting  more  out  of  your  work. 

"When  you  have  the  latest  technology  to  help  you  do  your  job,  it  means  you 
can  do  more  with  the  same  effort  .  .  . 

"When  you  have  the  training  you  need  to  improve  your  skills,  you  can  do 
more  .  .  . 

"When  you  are  organized  to  do  away  with  redtape  and  duplicated  effort,  you 
can  do  more  .  .  . 

"And  when  you  have  your  heart  in  what  you're  doing  when  it  gives  you 
respect  and  pride  as  well  as  a  good  wage — you  naturally  do  more  .  .  . 

"Those  are  the  four  elements  of  productivity  :  Investment  in  new  technology, 
job  training,  good  management,  and  liigh  employee  motivation.  Taken  together, 
they  raise  the  amount  each  worker  actually  produces." 

The  President's  program  is  a  program  to  protect  and  enhance  the  well-being 
of  the  American  workingman  by  assuring  him  a  job — a  job  that  rewards  him 
through  more  dollars  wliich  maintain  their  value  at  home  and  throughout  the 
world.  This  is  the  real  thrust  of  the  new  economic  policy. 

Mr.  Cliairman.  the  President,  as  you  know,  imposed  a  temporary  additi(mal 
duty  of  10  percent  ad  valorem  on  all  dutial)le  imported  mei-chandise,  effective 
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at  12:01  a.m.,  August  16.  The  President  acted  principally  under  the  authority 
contained  in  the  Trade  Expansion  Act  and  the  TarifE  Act  of  1930,  both  of  which 
are  within  the  responsibilities  of  this  committee.  For  that  reason  I  would  like 
to  tell  you  very  briefly  what  has  been  done  under  the  proclamation  to  date. 

Instructions  have  been  issued  to  customs  oflicers  for  the  collection  of  the 
duty.  No  unanticipated  major  problems  have  been  encountered  in  the  adminis- 
tration of  this  program  which  is  going  forward  smoothly.  Under  the  authority  to 
grant  exemptions  from  application  of  the  duty,  several  orders  have  been  issued. 
Those  orders  exempt  all  articles  exported  to  the  United  States  before  the  effective 
date  of  the  President's  action,  including  those  at  sea,  strike-bound  on  the  west 
coast,  or  in  warehouses  or  foreign,  trade  zones  which  in  the  latter  case  are  with- 
drawn under  requests  filed  not  later  than  October  1. 

Also,  in  accordance  with  the  President's  statement  at  the  time  of  release  of  the 
proclamation,  specific  commodities  have  been  exempted  because  they  are  subject 
to  mandatory  quotas,  including  certain  meat  products,  dairy  products  and  other 
staples,  sugar  and  .sugar  products,  petroleum,  and  cotton  textiles.  The  full  details 
of  these  exemptions  have  been  published. 

Mr.  Chairman,  this  completes  my  introductory  remarks.  Inasmuch  as  productiv- 
ity will  play  such  a  vital  role  in  this  Nation's  progress  in  the  years  ahead,  let 
me  turn  first  to  the  most  important  proposal  now  before  this  committee — the 
enactment  of  the  job  development  credit. 

A.  Job  development  credit 

We  recommend  enactment  of  a  job  development  credit,  similar  to  the  old  in- 
vestment credit  but  with  two  major  differences  : 

1.  The  credit  should  be  10  percent  for  property  acquired  in  the  1-year  period 
beginning  August  16,  1971,  including  property  ordered  before  August  16,  1972, 
and  delivered  by  February  15,  1973.  The  credit  should  then  drop  to  5  percent— 
the  permanent  rate. 

2.  No  credit  should  be  allowed  for  foreign-produced  proijcrty  as  long  as  the 
temporary  import  surcharge  is  in  effect.  The  credit  should  then  be  allowed  for 
foreign-produced  property  ordered  after  the  surcharge  has  been  terminated. 
Foreign-produced  property  should  be  defined  to  include  not  only  property  pro- 
duced abroad,  but  also  property  produced  in  the  United  States  if  more  than  50 
percent  of  the  value  is  attributable  to  imported  materials  or  components.  Other 
differences  from  the  old  investment  credit  are  described  in  the  "General  Explana- 
tion" filed  with  the  committee. 

The  job  development  credit  is  the  key  element  in  this  tax  program.  It  is 
designed  to:  (1)  Increase  the  number  of  jobs  in  the  United  States;  (2)  improve 
productivity  by  allowing  our  workers  to  produce  with  the  newest,  most  technolo- 
gically advanced  machinery  and  equipment  available;  and  (3)  increase  the 
competitiveness  of  U.S.  industry  in  relation  to  foreign  producers,  both  in  our 
domestic  markets  and  in  world  markets.  The  credit  will  provide  an  effective  incen- 
tive for  investment  in  new  productive  facilities — to  expand  our  productive  capa- 
city and  our  output  of  goods  and  services. 

The  benefits  of  this  program  will  be  shared  by  workers,  consumers,  and  savers 
or  investors  alike :  Workers  because  it  will  more  quickly  reduce  unemployment, 
and  because  increases  in  productivity  provide  a  permanent  foundation  for  wage 
increases  which  are  not  eroded  by  higher  prices ;  savers  or  investors  because 
these  results  will  restore  corporate  profits  in  reasonable  levels,  and  because 
this  will  provide  adequate  incentive  to  sustain  investment  for  a  continuing  high 
level  of  economic  activity  and  future  growth  in  the  United  States  ;  and  consumers 
because  greater  efliciency  and  productivity  will  help  stabilize  prices,  and  because 
greater  output  will  encourage  development  of  new  products  and  services. 

The  United  States  needs  to  increase  its  real  output.  The  specific  goals  we 
seek  as  a  Nation  today  require  more  real  economic  growth.  In  addition  to  higher 
wages  without  higher  prices,  we  seek  as  a  society  to  deal  more  effectively 
with  poverty,  inadequate  educational  and  health  facilities,  undesirable  living  and 
working  conditions  in  our  congested  cities,  the  deteriorating  quality  of  our 
physical  environment,  and  other  pressing  human  problems. 

Thus  we  seek  to  improve  our  standard  of  living.  The  only  way  of  achieving 
all  of  our  objectives  in  the  future  is  to  increase  our  real  output,  that  is.  to  insure 
the  existence  of  suflRcient  resources  to  achieve  these  goals.  We  will  provide  this 
base  for  future  growth  by  directing  a  greater  portion  of  our  current  income  now 
into  the  productive  assets  which  will  provide  the.se  resources  in  the  future.  The 
job  development  credit  is  the  method  for  achieving  this  result. 
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Unless  there  is  growth  in  real  output,  the  average  workingman  will  see  little 
gain  in  his  own  real  income.  Continuing  pressure  for  wage  increases  would  lead 
to  continued  inflation.  The  result  would  almost  surely  be  a  loss  of  popular  sup- 
port for  the  exi)enditure  programs  required  to  meet  the  needs  of  our  society  for 
poverty  relief,  environmental  control,  urban  rebuilding,  and  other  objectives. 

The  essential  elements  of  productivity  growth  are  more  capital,  more  efficient 
markets,  more  worker  training,  and  more  research  and  development.  Except  for 
encouraging  the  investment  of  more  capital,  Government  is  already  an  enthusi- 
astic supporter  of  productivity  growth.  Thus  Federal,  State,  and  local  govern- 
ments together  spend  about  $55  billion  for  education  and  worker  training. 
The  Federal  Government  encourages  research  and  development  at  a  revenue 
cost  of  nearly  .$14  billion  annually,  supplementing  about  $8  billion  of  private 
funds  for  these  purposes.  Through  consumer  programs,  enforcement  of  antitrust 
laws,  and  other  meanfi    Government  contributes  to  the  efficiency  of  our  markets. 

In  the  tax  area,  however,  we  have  gradually  and  inadvertently  adoi)ted  a 
structure  that  weighs  heavily  on  the  accumulation  of  capital.  We  have  a  highly 
progressive  estate  tax.  We  have  a  corporate  tax  that  imposes  a  double  burden 
on  income  earned  in  corporations  and  paid  as  dividends. 

The  shortage  of  business  capital  at  full  employment  acts  as  a  barrier  to  full 
use  of  the  advantages  of  increased  research  and  development  and  increased 
training.  A  machinist  thoroughly  trained  to  operate  a  newly  developed,  highly 
efficient  machine  is  wasted  in  the  U.S.  economy  unless  business  has  adequate  capi- 
tal to  replace  its  old  inefficient  plant  with  such  new  equipment. 

There  are  good  reasons  for  the  existing  structure  of  our  tax  system.  Every 
American  should  on  reflection,  however,  be  deeply  concerned  that  this  structure 
impinges  on  the  formation  of  capital  that  we  need  for  growth.  We  must  reconcile 
our  progressive  tax  structure  with  our  need  for  capital  by  providing  a  tax  incen- 
tive within  the  system  for  resources  going  directly  into  growth.  This  is  exactly 
what  the  job  development  credit  accomplishes. 

This  need  for  a  growth  policy  was  recognized  by  prior  administrations  both  in 
the  adoption  of  guideline  depreciation  and  a  7-percent  investment  credit  in  1962. 
The  experience  with  the  investment  credit  in  1962,  however,  was  that  there  was  a 
delay  before  business  responded  to  the  credit  by  increasing  investment.  In  the 
present  situation,  we  want  a  faster  response  so  that  increased  investment  demand 
will  contribute  to  improving  employment  in  the  short  run.  Accordingly,  we  recom- 
mend a  10-percent  credit  for  proi^erty  acquired  in  the  immediate  future,  then 
dropping  to  5  percent  for  the  long  run. 

To  have  maximum  incentive  in  creating  jobs  quickly,  the  extra  stimulant  repre- 
sented by  the  10-percent  credit  should  be  available  immediately,  and  it  is  of  major 
importance  that  the  period  of  the  10-percent  credit  should  not  be  extended.  We 
are  seeking  to  provide  a  special  incentive  for  increased  business  activity  in  the 
short  run,  and  this  effect  diminishes  in  direct  proportion  as  the  period  of  the  10- 
percent  credit  is  extended.  At  the  same  time,  it  should  be  long  enough  to  avoid 
undue  business  disruption.  Roughly  90  percent  of  all  machinery  and  equipment 
has  a  normal  production  leadtime  of  less  than  IS  months,  and  acceleration  of 
delivery  of  the  balance  can  often  be  accomplished  by  the  pro<lucers.  Further,  in 
the  case  of  long  leadtime  equipment,  purchasers  who  ordered  equipment  in  1969 
or  1970  when  the  credit  was  not  in  effect  will  obtain  the  10-percent  credit  for 
property  acquired  within  the  next  18  months.  The  proposed  system  will  achieve 
reasonable  equity. 

Any  extended  delay  in  adoption  of  the  job  development  credit  would  be  counter- 
productive because  of  the  business  uncertainty  that  would  exist.  I  earnestly  urge 
its  early  enactment. 

B.  Acceleration  of  1973  tax  reductions  to  1972 

We  recommend  that  tax  rediictions  presently  scheduled  for  January  1,  1973, 
be  moved  forward  to  January  1,  1972.  This  acceleration,  combine<l  with  the  tax 
reductions  already  scheduled  for  January  1,  1972,  will  result  in  tax  reductions 
and  hence  an  increase  in  consumer  purchasing  power  of  .$4.9  billion  per  year,  of 
which  $2.2  billion  in  the  calendar  year  1972  is  attributable  to  our  proposed  actions. 

The  personal  exemption  is  presently  at  the  level  of  $650  per  ix>rson  and  is 
scheduled  to  increase  to  $700  on  January  1,  1972,  and  to  $750  on  January  1,  1973. 
The  increase  to  $750  should  be  moved  to  January  1,  1972. 

The  standard  deduction  is  presently  at  the  level  of  13  percent  of  income  with  a 
$1,500  maximum  and  is  scheduled  to  increase  to  14  percent  with  a  $2,000  maxi- 
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mum  on  January  1,  1972,  and  to  15  percent  with  a  $2,000  maximum  on  January  1, 
1973.  The  increase  to  15  percent  should  be  accelerated  to  January  1,  1972. 

The  benefits  and  distribution  of  the  tax  reductions  are  illustrated  in  tables  filed 
with  the  committee.  The  tax  liability  of  a  single  taxpayer  with  an  income  of 
$7,500  will  be  reduced  $53  effective  January  1,  1972.  The  tax  liability  of  a  family 
of  four  with  an  income  of  $10,000  will  be  reduced  $114. 

We  propose  this  additional  income  tax  relief  for  individuals  because  the 
present  level  of  unemployment  calls  for  increasing  consumer  purcliasing  power 
through  income  tax  reductions.  These  rediictions  will  more  than  offset  scheduled 
increases  in  social  security  taxes  ($2.8  billion),  and  they  will  create  increased 
demand  as  well  as  increased  investment.  The  combined  increase  in  consumer 
purchasing  power  from  this  acceleration  and  from  tlie  repeal  of  tlie  automobile 
excise  tax,  a  total  of  $7.1  billion,  even  after  reduction  by  the  social  security  tax 
increases,  will  be  a  powerful  stimulus  to  business  activity.  Business  may  be  ex- 
pected to  increase  production  immediately  to  have  goods  and  services  available 
by  January  1,  1972. 

The  resulting  increase  in  the  number  of  jobs,  in  the  level  of  business  activity, 
and  hence  in  the  level  of  tax  revenues  in  the  future  will  contribute,  as  will  the 
job  development  credit  to  financing  the  costs  of  a  better  society  in  the  future. 
The  genius  of  the  President's  program  lies,  as  our  yoimg  people  would  say,  in 
"Getting  it  all  together."  We  propose  increased  tax  relief  to  create  increased 
demand,  and  the  incentives  created  by  the  credit  for  increased  investment  will 
provide  productive  facilities  to  meet  that  demand. 

C.  Repeal  of  the  automobile  excise  tax 

We  recommend  repeal  of  the  7-percent  automobile  excise  tax  effective  Au- 
gust 16,  1971.  The  repeal  will  result  in  refunds  to  consumers  who  purchased  ears 
after  August  15,  1971,  and  before  the  date  of  actual  repeal ;  purchasers  after  the 
date  of  repeal  will  pay  reduced  prices  for  their  cars. 

The  present  tax  is  7  percent  of  the  manufacturer's  price.  This  works  out  to 
slightly  under  5.5  percent  of  the  final  price  to  the  purchaser,  an  average  amount 
of  $200  per  automobile.  The  distribution  of  automobile  purchases  is  roughly  a 
constant  proportion  of  income,  so  this  reduction  amounts  to  a  fairly  uniform  bene- 
fit among  all  income  groups.  While  a  higher  proportion  of  used  cars  are  purchased 
by  lower  income  groups,  the  repeal  of  the  tax  on  new  automobiles  will  result  in  a 
reduction  in  the  price  of  used  cars,  so  the  lower  income  groups  will  obtain 
proportional  benefits. 

The  four  major  U.S.  automobile  manufacturers  have  given  assurance  that  the 
benefits  of  the  repeal  will  be  passed  on  to  the  consumers. 

Lower  automobile  prices  will  mean  an  increase  in  the  demand  for  automobiles. 
The  tax  reduction  when  coupled  with  the  temporary  import  surcharge  will  result 
in  even  a  larger  growth  in  sales  of  domestic  cars. 

The  repeal  of  the  automobile  excise  tax  will  result  in  a  revenue  loss  for  1972 
of  $2.2  billion.  Since  roughly  nine  out  of  10  automobiles  are  purchased  by  indi- 
viduals, the  commitment  of  the  automobile  companies  means  that  this  largely 
represents  additional  tax  relief  to  individuals.  This  provides  further  balance 
in  our  proposals  between  individual  and  business  tax  reductions. 

D.  DISC  and  other  balance  of  payment  measures 

Finally,  we  recommend  adoption  of  the  DISC  proposal,  providing  for  tax 
deferral  for  export  income  of  Domestic  International  Sales  Corporations  if  such 
income  is  used  in  export-related  activities.  Our  proposal  is  almost  identical  to  the 
provision  favorably  reported  by  this  committee  and  adopted  by  the  House  of 
Representatives  in  1970  in  H.R.  18970,  except  that  we  recommend  that  the  pro- 
vision become  fully  effective  on  January  1,  1972,  rather  than  providing  for  a 
phase-in  period.  A  copy  of  a  draft  bill  and  technical  explanation  have  been  filed 
with  the  committee. 

The  need  for  the  DISC  proposal  has  been  fully  explained  in  previous  public 
testimony  before  this  committee.  In  general,  it  is  designed  to  provide  the  same 
type  of  U.S.  tax  treatment  for  U.S.  companies  engaged  in  exporting  as  is  pre- 
sently available  if  they  manufacture  abroad  through  foreign  subsidiaries.  The 
DISC  proposal  is  designed  to  create  and  preserve  more  jobs  in  the  United  States 
by  causing  a  healthy  expansion  in  U.S.  exports,  and  by  making  it  as  attractive 
from  a  tax  standpoint  for  U.S.  companies  to  produce  goods  in  the  United  States 
for  export  to  world  markets  as  it  is  for  them  to  build  their  factories  in  foreign 
countries  and  produce  abroad. 
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In  addition  to  serving  the  interests  of  labor  by  creating  more  jobs  in  the  United 
States,  the  DISC  proiwsal  serves  the  interests  of  business  and  consumers  as  well. 
The  interests  of  business  are  served  because  our  present  tax  laws  and  those  of 
other  countries  tend  to  favor  overseas  production ;  many  U.S.  businessmen  w^ould 
prefer  to  continue  producing  in  the  United  States  for  foreign  markets  if  the  tax- 
treatment  for  U.S.  production  could  be  equalized.  The  interests  of  consumers  are 
served  because  a  higher  level  of  exports  is  needed  to  support  continued  expan- 
sion in  imports. 

The  DISC  will  tend  to  focus  greater  interest  among  U.S.  businesses  on  the 
potential  of  the  export  market  which  to  a  considerable  extent  has  been  neglected 
by  our  companies  because  of  the  more  favorable  tax  consequences  from  produc- 
ing abroad.  A  much  smaller  proportion  of  our  total  sales  are  for  export  as  com- 
pared to  most  other  major  industrializetl  nations,  and  we  need  to  concentrate 
more  effort  and  activity  in  the  promotion  of  export  activity. 

The  DISC  proposal  when  fully  effective  will  result  in  a  revenue  deferral  of  ap- 
proximately $600  million  annually  before  allowing  for  the  effect  of  increased  reve- 
nues from  the  feedback  benefits  to  the  economy.  This  amount  may  be  only  $300 
million  in  the  first  full  year  of  its  operation  while  exporters  arrange  to  take  full 
advantage  of  its  provisions.  We  estimate  that  it  will  result  in  an  increase  in  an- 
nual export  sales  of  $1.5  billion,  which  will  mean  more  gross  national  product — 
more  tax  base  in  the  United  States  and  more  tax  revenues. 

Mr.  Chairman,  members  of  the  committee,  you  have  before  you  now  compre- 
hensive tax  proposals,  broad  in  concept  and  detailed  in  formulation,  which  will 
help  provide  the  tools  for  this  Nation  to  fashion  a  new  era  of  economic  prosperity. 
Again  I  would  like  to  point  out  that  these  tax  proposals  are  an  integral  part  of  a 
new  policy  which  offers  constructive  solutions  to  our  major  economic  problem.s — 
domestic  and  international,  production  and  consumption,  in  the  public  sector 
and  in  the  private,  inflation  and  unemployment.  They  are  balanced  between  the 
needs  of  all  members  of  our  production  team — labor,  business  and  (Govern- 
ment— to  benefit  all  Americans. 

Exhibit    43.— Statement    by   Secretary    Connally,    October    7,    1971,    before    the 

Senate  Finance  Committee  regarding  enactment  of  H.R.  10947,  the  Revenue 

Act  of  1971 

I  appear  before  you  today  to  urge  the  earliest  possible  enactment  of  H.R. 
10947,  the  Revenue  Act  of  1971.  These  tax  proposals  are  an  integral  part  of  the 
comprehensive  economic  program  announced  by  President  Nixon  on  August  15. 

The  success  of  the  new  economic  policy  is  gratifying,  and  I  expect  this  success 
to  continue.  Domestically,  confidence  is  rising,  inflationary  expectations  are 
diminishing,  and  the  outlook  for  strong  growth  in  employment  and  output  is 
markedly  improving.  Internationally,  there  is  progress  in  our  efforts  to  improve 
our  foreign  trade  and  financial  position.  Steps  are  being  made  to  create  a  viable 
and  effective  international  monetary  system. 

Briefly  stated,  Mr.  Chairman,  H.R.  10947  would :  establish  a  7-percent  job 
development  credit :  reduce  individual  income  taxes  for  1971  and  the  years 
thereafter;  repeal  the  7-percent  excise  tax  on  passenger  automobiles  and  the  10- 
percent  tax  on  small  trucks ;  permit  deferral  of  taxes  for  export  income  of 
Domestic  International  Sales  Corporation  (DISC's)  ;  provide  for  creation  of  a 
new  depreciation  system  containing  elements  of  the  asset  depreciation  range 
(ADR)  .system  adopted  by  the  Treasury  Department  in  June  1971,  except  the 
special  first  year  convention  (which  resulted  in  a  major  part  of  the  revenue 
loss)  ;  and  make  a  number  of  structural  improvements  in  the  part  law,  including 
some  which  are  clarifications  of  existing  law. 

Mr.  Chairman,  with  two  exceptions  the  administration  is  prepared  to  accept 
H.R.  10947  as  i)assed  by  the  Hou.se.  First,  we  object  to  the  action  of  the  IIou.se 
in  applying  the  DISC  proposal  on  an  incremental  basis.  We  earnestly  believe  that 
all  qualified  export  income  should  be  eligible  for  the  deferral.  I  shall  di.scuss 
our  reasons  for  this  view  later. 

We  also  object  to  the  rejection  by  the  House  of  the  President's  request  for  a 
two-stage  investment  credit.  In  order  to  stimulate  equipment  purchasing  and 
employment  in  the  months  ahead.  President  Nixon  asked  for  a  credit  of  10  per- 
cent until  August  15,  1972,  and  5  percent  thereafter.  In  authorizing  a  flat  7-per- 
cent credit,  the  House  has  eliminated  some  portion  of  the  shortrun  stimulative 
effects  of  the  President's  jirogram.  Businessmen  faced  with  the  opportunity  to 
obtain  a  lO-percent  credit  rather  than  a  lower  amount  for  increasing  their  level 


EXHIBITS  327 

of  activity  in  the  short  run  would  take  advantage  of  it.  Employment  would  be 
increased  much  more  quickly. 

Mr.  Chairman,  an  objective  analysis  of  the  comments  made  in  the  House  Ways 
and  Means  public  hearings  and  the  discussions  in  the  executive  sessions  must 
conclude  that  this  Nation  needs  a  job  development  credit  at  a  permanent  rate 
of  at  least  7  percent  in  the  years  ahead.  Experience  with  earlier  investment 
credits  demonstrates  that  the  domestic  benefits  will  be  great.  Such  a  credit 
will  provide  jobs  and  income  for  workers  and  will  foster  the  greater  productivity 
that  promotes  price  stability  and  rising  living  standards  for  all  Americans. 

However,  the  really  clinching  argument  for  a  longrun  credit  of  at  least  7 
percent,  coupled  with  the  depreciation  changes  approved  by  the  House,  stems 
from  the  well-recognized  need  for  the  United  States  to  enhance  its  competitive 
position  in  world  trade.  All  of  us  are  familiar  with  the  remarkable  progress 
made  by  Japan  and  the  industrial  nations  of  Western  Europe — with,  I  might  add, 
considerable  help  from  us — in  rebuilding  their  war-torn  economies. 

But  what  is  not  generally  recognized  is  that  many  of  these  nations  tailor  their 
tax  systems  to  encourage  capital  investment.  After  the  war  these  countries 
had  to  encourage  savings  and  investment  in  their  economies.  Their  economic 
survival  was  at  stake.  Our  own  country  has  never  previously  been  so  challenged. 
As  a  result,  our  tax  system  is  to  a  considerable  extent  biased  in  the  opposite 
direction. 

For  example,  other  industrial  nations  are  relying  increasingly  on  the  value- 
added  tax  as  a  major  source  of  revenue.  As  generally  applied  abroad,  purchases 
of  new  capital  equipment  are  exempt  from  the  tax.  To  the  extent  these  countries 
rely  on  the  value-added  tax  instead  of  income  taxes,  the  effect  is  the  same  as  if 
the  cost  of  capital  equipment  were  allowed  to  be  deducted  in  full  in  the  year 
purchased  rather  than  being  depreciated  over  a  period  of  years  as  we  require 
under  our  income  tax  system.  Further,  a  value-added  tax  affects  only  spending, 
in  contrast  with  an  income  tax,  which  hits  the  saver  just  as  hard  as  the 
spender. 

There  are  several  ways  in  which  tax  structures  in  industrial  nations  can  be 
analyzed  to  estimate  their  impact  on  new  productive  investment.  The  most  in- 
formative analysis  is  the  comparison  of  capital  costs  of  manufacturing  machinery 
and  equipment,  from  country  to  country,  when  adjustment  is  made  for  income 
tax  provisions.  These  tax  provisions  include  the  level  of  the  corporate  tax, 
depreciation  allowances,  and  investment  allowances  and  credits.  Stated  simply, 
we  must  ask  how  the  total  tax  systems  affect  the  cost  of  acquiring  and  using 
new  manufacturing  equipment  in  the  various  countries. 

In  this  respect  the  American  tax  system  compared  poorly  with  those  of  our 
major  competitors.  In  table  I  the  cost  of  acquiring  and  using  machinery  and 
equipment  in  the  United  States  in  1970  is  equated  to  an  index  of  one  full  dollar. 
As  illustrated,  businesses  abroad  enjoy  tax  provisions  that  lower  their  costs  to 
79  cents  in  the  United  Kingdom,  81  cents  in  Japan,  82  cents  in  Italy,  and  83 
cents  in  Western  Germany. 

Will  the  7-percent  job  development  credit  and  the  new  depreciation  system 
put  U.S.  business  on  an  equal  footing  with  its  competitors  abroad?  The  answer 
is  no.  Even  taken  together  they  will  lower  costs  only  to  87  cents  in  the  United 
States.  It  would  take  a  long-term  credit  of  at  least  10  percent — plus  the  deprecia- 
tion changes — to  bring  us  into  their  range  of  capital  costs. 

Clearly,  Mr.  Chairman,  if  our  producers  are  to  be  able  in  the  years  ahead  to 
compete  more  effectively  in  an  increasingly  competitive  world — protecting  the 
American  workingman's  job  and  income — we  mu.st  enact  an  effective  job  develop- 
ment credit  and  retain  the  features  of  the  depreciation  system  approved  by  the 
House.  Indeed,  the  case  for  both  the  shortrun  stimulation  of  a  two-stage  credit 
and  the  benefit  to  our  competitive  capacity  of  a  permanent  7-percent  credit  is  so 
strong  that  we  urge  the  committee  to  adopt  an  amendment  that  would  effectively 
serve  both  goals — the  e.^tablighment  of  a  10-percent  job  development  credit  until 
August  15, 1972,  falling  to  only  7  i>ercent  thereafter. 

Mr.  Chairman,  H.R.  10947  has  been  criticized  as  favoring  business  over  in- 
dividuals. In  this  respect,  I  think  any  fairminded  per.son  would  agree  that 
neither  the  House  bill  nor  the  President's  proposals  on  which  it  is  based  should 
be  judged  alone.  All  of  the  recent  and  prospective  changes  in  the  income  tax  laws 
should  be  considered.  As  you  know,  the  Tax  Reform  Act  of  1969  granted  a  mas- 
sive tax  cut  for  individuals,  spread  over  a  4-year  period,  while  it  sharply  raised 
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taxes  on  corporations.  In  fairness,  therefore,  any  jud^nent  about  the  relative 
tax  impact  between  corporations  and  individuals  should  cover  the  5-year  period 
beginning  in  1969.  It  should  also  include  the  impact  of  the  new  depreciation 
system  as  well  as  the  other  provisions  in  the  House  bill. 

Table  I. — Comparative  capital  costs  of  manufacturing  machinery  and  equipment 
as  influenced  by  income  tax  policies — corporation  income  tax  rates,  deprecia- 
tion allowances,  and  investmeiit  allowances  and  credits;  major  industrial 
countries,  1971 

Comparative  cost 
Country  of  capital  (United 

States,  1970=100) 

United  Kingdom 79.1 

Japan 81.1 

Italy. 81.9 

West  Germany 82.8 

Sweden 83.0 

Belgium 84.7 

France 89.  7 

The  Netherlands. _ 94. 1 

Canada 97. 2 

United  States  (1970) 100.0 

United  States  with  ADR 95.6 

plus  5  percent  investment  credit ' 88.9 

plus  7  percent  investment  credit  • 86.  2 

plus  10  percent  investment  credit ' 82. 1 

United  States  with  ADR  less  modified  first-year  convention 96. 6 

plus  6  percent  investment  credit 89. 8 

plus  7  percent  investment  credit 87. 1 

plus  10  percent  investment  credit 83. 0 

United  States  without  ADR: 

but  with  5  percent  investment  credit 93.  2 

but  with  7  percent  investment  credit 90.5 

but  with  10  percent  investment  credit 86.4 

•  Effective  credit  assumed  to  be  unaffected  by  income  limitation  for  purposes  of  international  comparisons. 

When  this  tally  is  made,  as  set  forth  in  table  II,  you  will  find  that  tax  pay- 
ments in  this  5-year  period  by  individuals  (mainly  in  the  low-  and  middle-income 
brackets)  will  have  been  reduced  by  $36.4  billion.  Tax  payments  of  cori>orations 
in  the  same  period  will  have  actually  increased  by  .$3.2  billion. 

These  figures  indicate  that  rather  than  providing  a  "bonanza  for  business," 
we  have  if  anything  gone  too  far  in  cutting  individual  income  taxes  at  the  cost 
of  productivity,  growth,  and  international  comiietitiveness. 

But  the  fact  is,  Mr.  Chairman,  that  constructive  discussion  of  tax  policies  in 
this  country  has  been  hampered  for  years  by  the  old  dogma  which  pits  in- 
dividuals against  business.  A  corporation  is  not  an  entity  that  stands  separate 
and  apart  from  individuals.  A  corporation  is  simply  a  tyi)e  of  arrangement  that 
every  free  nation  has  found  exceedingly  useful  in  serving  the  ends  of  any 
economic  system — ^the  creation  of  jobs  and  a  rising  steindard  of  living. 

Moreover,  the  task  of  "allocating"  income  tax  cuts  or  increases  to  individuals 
versus  corporations  is  greatly  complicated  by  the  fact  that,  by  and  large,  an  in- 
come tax  levied  on  an  individual  cannot  be  i>assed  on ;  he  must  bear  the  brunt 
of  it.  However,  taxes  borne  by  coriwrations  inevitably  affect  individuals.  If  a 
tax  cut  is  passed  on  in  the  form  of  lower  prices,  consumers  benefit.  If  passed  on 
in  the  form  of  dividends,  stockholders  benefit.  And  if  reinvested  in  new  and  better 
equipment,  jobs  will  increase  in  the  industries  that  supply  the  e(|uipment.  future 
pressure  on  prices  will  be  reduced  as  productivity  rises,  and  our  trade  position 
slioukl  improve  as  a  result  of  increased  competitiveness  in  world  markets. 

However,  my  purpose  today  is  to  not  explain  the  fundamental  aspects  of  our 
free  enteri)rise  system  but  rather  to  illustrate  the  need  for  a  little  realism  in 
dealing  \vith  tax  policy. 

Before  turning  to  the  spt^cific  provisions  of  H.R.  10047,  I  .should  like  to  em- 
pha.size  the  need  for  maintaining  the  fi.scal  balancv  in  President  Nixon's  new 
economic  iK>licy.  Although  a  small  deficit  in  the  full  employment  budget  may 
be  unavoidable  in  the  fiscal  year  ending  June  30,  1972.  we  shall  run  grave  risks 
if  we  unduly  enlarge  that  deficit. 
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It  is,  therefore,  gratifyins  to  note  that  H.R.  10947,  together  with  the  adminis- 
tration's planned  outhiy  reductions,  will  actually  reduce  tlie  full  employment 
deficit  for  fiscal  year  1972.  I  would  hope  that  your  ccmunittee  and  the  Senate  as 
a  whole  would  guard  carefully  against  increasing  that  deficit-  This  means  that 
additional  tax  relief  to  individuals  which  is  already  huge  in  the  5  years  since 
1969  could  not  he  granted  unless  offset  with  appropriate  revenue  increases  from 
other  sources.  Willi  the  pressing  need  for  cutting  business  taxes  to  stimulate 
investment,  I  know  of  no  source  from  which  such  revenues  could  be  drawn. 

Let  me  now  turn  to  the  specific  provisions  of  H.R.  10947,  beginning  with  the 
job  development  credit. 

A.  Job  development  credit 

Tlie  President  recouunended  enactment  of  a  job  development  credit,  similar  in 
many  respects  to  the  old  investment  credit,  except  that  it  would  initially  be  at 
the  rate  of  10  percent  and  would  later  drop  to  5  percent  as  the  permanent  rate. 
The  two-level  credit  was  designed  to  achieve  an  immediate  response  in  order  to 
reduce  unemployment  and  improve  productivity  quickly.  The  reward  of  a  higher 
v-redit  for  inuuediate  purchases  of  capital  goods  and  the  prospect  of  a  much 
lower  credit  if  capital  spending  plans  were  not  accelerated  would  have  had  the 
effect  of  inducing  a  quick  response. 

After  public  hearings  the  House  Ways  and  Means  Committee  concluded  that 
there  were  serious  diflSculties  in  a  two-level  credit.  The  committee  expres.sed 
concern  over  the  transitional  problems  in  dropping  from  one  level  to  another, 
the  inequities  to  producers  of  some  long  lead-time  equipment,  and  the  danger  of 
accelerating  too  much  of  the  normal  capital  spending  that  would  occur  in  1973 
and  1974  into  1971  and  1972.  This  led  the  House  to  adopt  a  flat  7-percent  credit. 

Nevertheless,  we  remain  convinced  that  a  two-stage  credit  is  preferable.  As 
noted  earlier,  however,  the  case  for  a  7-percent  figure  on  a  continuing  basis  is 
very  strong.  Con.sequently,  we  urge  the  committee  to  adopt  a  10-percent  credit 
for  property  acquired  in  the  period  August  16,  1971,  through  August  15,  1972, 
or  property  ordered  by  August  15,  1972,  and  acquired  by  February  15,  1973.  The 
credit  should  be  at  the  permanent  rate  of  7  percent  thereafter. 

The  other  major  difference  of  the  job  development  credit  from  the  old  invest- 
ment credit  is  the  exclusion  of  foreign-produced  property  from  the  benefits  of  the 
credit  for  as  long  as  the  temporary  import  surcharge  remains  in  effect.  The 
House  improved  upon  our  original  recommendation  by  giving  the  President 
authority  to  allow  the  credit  during  this  period  for  any  article  or  class  of  articles 
if  he  determines  that  the  disallowance  of  the  credit  is  not  in  the  public  interest. 
This  will  permit  the  credit  to  be  allowed,  for  example,  in  cases  where  there  are 
no  U.S.  producers  of  the  equipment  or  where  there  is  only  one  U.S.  producer  and 
allowance  of  the  credit  for  that  producer's  equipment  and  no  others  would  tend 
to  create  a  monopoly.  We  recommend  that  the  provision  excluding  foreign- 
produced  property  during  the  period  of  the  temporary  import  .surcharge,  subject 
to  this  Presidential  authority,  be  adopted  by  the  Senate. 

We  also  accept  other  actions  by  the  House  in  revising  the  application  of  the 
credit  in  increasing  the  credit  for  property  of  regulated  public  utilities  from 
3  percent  to  4  percent;  in  allowing  the  credit  in  part  (one-third)  for  property 
with  a  life  of  3  or  4  years,  in  greater  part  (two-thirds)  for  property  with  a  life 
of  5  or  6  years,  and  in  full  for  property  with  a  life  of  7  years  or  more,  rather 
than  the  longer  lives  required  inider  the  1962  credit ;  in  extending  the  credit  to 
livestock  so  that  farmers  will  benefit  to  a  greater  extent;  in  limiting  the  credit 
for  used  property  by  offsetting  against  the  new  $65,000  limit  the  cost  of  used 
property  acquired  by  the  taxpayer  so  as  to  limit  this  allowance  to  small  business 
for  whom  it  was  intended;  and  in  making  other  structural  improvements  in 
the  credit. 

We  strongly  endorse  the  action  of  the  Hon.se  in  approving  a  new  depreciation 
system  which  incori>orates  the  major  administrative  advantages  and  simplifica- 
tions of  the  ADR  system  adopted  by  the  Treasury  Department  in  June  1971. 
The  House  bill  provides  that  the  Trea.sury  Department  has  authority  to  i)ermit 
depreciation  lives  to  be  taken  from  a  range  which  varies  up  to  20  percent  from 
the  anticipated  industry-wide  levels  for  the  particular  classes  of  assets.  The 
House  bill  rejects  the  so-called  three-quarter-year  convention,  which  was  an 
element  of  the  ADR  system  resulting  in  a  major  reveiuie  loss  ($2.1  billion  of  a 
total  revenue  effect  of  the  ADR  .system  of  $2.S  billion  in  1971  and  .somewhat 
lesser  amounts  in  subsequent  years).  This  special  first-year  convention  was  de- 
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signed  within  the  limits  of  the  administrative  authority  of  the  Treasury  Depart- 
ment to  provide  more  uniform  benefits  to  long-  and  short-lived  equipment.  In 
general,  the  shortening  of  lives  benefits  long-life  equipment  more  than  short- 
life  equipment,  and  the  three-quarter-year  convention  served  to  restore  much  of 
the  balance. 

The  authority  to  prescribe  a  range  of  lives  which  varies  up  to  20  percent  from 
anticipated  industry-wide  levels  is  essential,  in  conjunction  with  the  job  develop- 
ment credit  as  I  have  previously  shown,  to  provide  allowances  in  any  way  com- 
parable to  those  granted  by  other  major  industrialized  countries.  We  must 
provide  comparable  allowances  if  we  expect  our  companies  to  continue  producing 
in  the  United  States  for  foreign  markets  rather  than  building  factories  abroad. 
The  20-percent  variance  is  also  essential  to  make  all  the  major  administrative 
reforms  in  the  new  depreciation  system  work  effectively ;  to  do  equity  between 
competing  taxpayers,  some  of  whom  could  establish  their  individual  right  to 
shorter  lives  within  this  range  in  any  event ;  and  to  recognize  the  substantial 
degree  of  obsolescence  which  has  occurred  since  1962  (when  the  industry-wide 
guideline  lives  were  adopted)  as  a  result  of  technological  change,  increasingly 
severe  environmental  control  requirements,  increased  competition  from  new, 
highly  efficient  foreign  plants,  and  other  factors. 

As  was  recognized  by  Congress  in  1962  in  enacting  the  investment  credit  in 
conjunction  with  a  shortening  of  depreciation  lives  by  administrative  action  at 
that  time,  the  two  provisions  work  hand  in  hand  to  encourage  modernization  of 
plant  and  equipment.  The  combination  of  the  job  development  credit  and  the 
new  depreciation  .system  in  the  limited  form  adopted  by  tlie  House  will  be  a 
highly  effective  incentive  for  investment  in  new  productive  facilities,  enabling 
us  to  expand  our  productive  capacity  and  our  output  of  goods  and  services.  The 
benefits  will  be  shared  by  workers,  consumers,  and  investors.  Thus — 

Workers  will  benefit  because  the  number  of  jobs  will  thereby  be  increased, 
reducing  unemployment.  Permanent  benefits  from  increased  productivity  as  a 
result  of  giving  workers  the  most  modern  machinery  and  equipment  available 
will  provide  the  basis  for  wage  increases  which  are  not  eroded  by  higher  prices. 

Consumers  will  benefit  becau.se  greater  efficiency  and  productivity  will  help 
stabilize  prices,  and  greater  output  will  encourage  development  of  new  products 
and  services.  U.S.  industry  will  become  more  competitive  with  foreign  producers, 
with  obvious  resulting  benefits  to  consumers. 

Investors  will  benefit  because  the  changes  will  help  restore  a  reasonable  level 
of  cori)orate  profits,  providing  adequate  incentive  to  sustain  investment  for  a 
continuing  high  level  of  economic  activity  and  future  growth  in  the  United  States. 

This  growth  is  essential  if  we  are  to  achieve  the  goals  we  seek  as  a  nation 
today.  We  seek  a  higher  standard  of  living — higher  wages  without  Mgher  prices. 
We  seek  as  a  society  to  deal  more  effectively  with  poverty,  inadequate  health 
and  educational  facilities,  undesirable  living  and  working  conditions  in  our  con- 
gested cities,  the  deteriorating  quality  of  our  environment,  and  other  pressing  hu- 
man problems.  To  achieve  these  objectives  we  must  increase  productivity  and 
thereby  growth  in  our  real  outi^ut.  The  resulting  increa.se  in  national  wealth 
will  provide  revenues  for  wage  increases,  an  adequate  return  on  inve.stment, 
and  increased  taxes  in  the  long  run  to  enable  government  to  provide  for  the 
needs  of  all  our  citizens. 

B.  Tax  reductions  for  individuals 

The  House  bill  follows  the  President's  recommendation  to  accelerate  the  in- 
dividual income  tax  reductions  .scheduled  for  January  1,  1973,  to  January  1,  1972. 
As  a  result,  the  personal  exemption  will  be  increased  to  $750  and  the  standard 
deduction  will  be  increased  to  15  percent  with  a  $2,000  maximum  effective  that 
date,  re.sulting  in  additional  tax  relief  for  individuals  in  1972  of  $2.2  billion. 

The  House  bill  grants  much  greater  tax  relief  for  individuals  by  also  increas- 
ing the  personal  exemption  for  1971  from  $650  to  $700  effective  July  1.  1971, 
resulting  in  additional  relief  of  $900  million ;  by  eliminating  the  "phaseout" 
of  the  low-income  allowance  for  1971,  thus  providing  an  additional  $400  million 
in  benefits  in  1971  to  low-  and  middle-income  taxpayers ;  and  by  increasing  the 
low-income  allowance  for  1972  and  subsequent  years  from  $1,000  to  $1,300,  re- 
sulting in  tax  reductions  of  $1  billion  per  year.  The  latter  change  vdll  insure 
that  no  person  or  family  with  an  income  at  or  below  1972  ix>verty  levels  will  be 
required  to  pay  any  tax  or  file  a  return  ;  it  will  also  provide  substantial  tax  relief 
for  persons  and  families  with  incomes  above  the  poverty  levels. 
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These  changes  would  be  implemented  in  part  by  changes  in  withholding  taxes 
to  take  effect  November  15,  1971,  underscoring  the  great  importance  of  early 
action  on  this  bill  by  the  Senate.  The  withhokiing  tax  changes  on  Novem^ber  15, 
1971,  and  on  January  1,  1973,  will  also  resolve  in  large  part  the  proiblems  of 
iinderwithholding  which  have  occurred  as  a  result  of  the  increase  in  the  low- 
income  allowance  in  the  1909  act,  and  which  would  be  accentuated  by  the  in- 
creases in  that  allowance  in  the  House  bill. 

The  additional  tax  relief  for  indi\'iduals  without  important  revenue  loss  in 
the  bill  was  made  possible  by  the  reduction  in  the  benefits  of  the  liberalized  de- 
preciation system  by  the  House.  We  consider  these  changes  to  be  reasonable. 
The  combination  of  these  changes  and  the  benefits  accruing  to  individuals  from 
repeal  of  the  automobile  and  small  truck  excise  taxes  will  mean  reductions  in 
taxes  of  individuals  of  $2.1  billion  in  1971,  $5.9  billion  in  1972,  and  $3.6  billion  in 
1973.  If  the  reductions  already  sche<luled  for  1972  and  1973  imder  the  Tax  Re- 
form Act  of  1969  are  abso  taken  into  account,  the  additional  tax  reduction  for 
individuals  from  preexisting  1971  levels  will  be  $8.6  billion  per  year. 

The  resulting  increase  in  consumer  purchasing  ix)wer  at  the  rate  of  $8.6  billion 
per  year  beginning  January  1,  1972,  will  provide  a  powerful  stimulus  to  business 
activity.  It  will  operate  hand  in  hand  with  the  job  development  credit  and  the 
depreciation  changes  to  increase  the  nimiber  of  jobs,  the  level  of  output  of  goods 
and  services,  and  hence  the  level  of  government  revenues  in  the  future.  They 
will  thereby  help  finance  a  better  society  for  all  our  people. 

C.  Repeal  of  the  automobile  excise  tax 

The  House  adopted  the  President's  recommendation  for  repeal  of  the  7-per- 
cent automobile  excise  tax  effective  August  16,  1971,  and  also  repealed  the  10- 
percent  excise  tax  on  .small  trucks  effective  September  23,  1971.  These  trucks, 
primarily  pick-up  trucks,  are  extensively  used  for  pleasure  and  recreational 
purposes  or  are  used  by  farmers  and  small  businessmen,  and  to  a  very  large  ex- 
tent they  are  sold  in  direct  competition  with  private  automobiles.  While  the 
truck  tax  goes  to  the  Highway  Trust  Fund,  the  truck  tax  on  these  small  trucks 
generates  more  tax  than  is  appropriate  in  light  of  their  cost  resix)nsibility  for  the 
highway  sy-stem.  We  endorse  this  additional  action  in  the  House  bill. 

The  repeal  will  result  in  refunds  to  persons  who  purchased  cars  or  small 
trucks  on  or  after  these  effective  dates  and  prior  to  this  bill  becoming  law. 
Purchasers  after  the  date  of  actual  repeal  will  pay  reduced  prices  for  their  auto- 
mobiles or  small  trucks.  The  average  reduction  per  automobile  buyer  is  $200 
per  car,  and  the  four  major  U.S.  automobile  manufacturers  have  given  assurance 
that  the  entire  benefit  of  the  repeal  will  be  passed  on  to  the  consumers.  The 
distribution  of  automobile  purchases  is  roughly  a  constant  proportion  of  in- 
come, so  this  reduction  amounts  to  a  fairly  uniform  benefit  among  all  income 
groups.  While  a  higher  proportion  of  used  cars  are  purchased  by  lower  income 
groups,  the  repeal  of  the  tax  on  new  automobiles  will  result  in  a  reduction  in 
the  price  of  used  cars,  so  the  lower  income  groups  will  obtain  proportional 
benefits. 

Lower  prices  will  mean  a  substantial  increa.se  in  the  demand  for  automobiles 
and  small  trucks.  When  coupled  with  the  temporary  import  surcharge  and  the 
denial  of  the  job  development  credit  during  this  -same  temi>orarj^  period  for 
foreign-produced  items,  there  will  be  an  even  larger  growth  in  sales  of  domestic 
cars  and  small  trucks. 

D.  DISC 

Our  fourth  recommendation  was  for  adoption  of  our  prior  proposal  for  tax 
deferral  for  export  income  of  Domestic  International  Sales  Corporations  (DISC) 
if  such  income  is  used  in  export-relate<l  acti\ities.  Our  original  DISC  propo.s^il 
was  favorably  reportetl  by  the  House  Ways  and  Means  Committee  and  adopted 
by  the  House  in  1970.  We  recommend  adoption  of  that  same  proposal  now  except 
that  it  should  be  fully  effective  on  January  1.  1972,  rather  than  being  "phased 
in"  gradually  over  several  years  as  the  1970  Hou.si^  bill  provided. 

In  the  current  bill,  the  House  has  substantially  crii)pled  the  effectiveness  of 
the  DISC  proposal  in  .serving  its  main  objective  of  keeping  jobs  in  the  I'nitwl 
States  by  applying  the  DISC  propo.sal  largely  only  to  increase<l  or  incremental 
export  sales.  We  strongly  urge  the  Senate  at  this  time  to  restore  DISC  to  the 
form  in  which  we  recommended  it  so  that  it  will  lie  fully  effective  in  encouraging 
our  companies  to  produce  in  the  United  States  for  export  sale  in  foreign  markets, 
rather  than  to  move  their  factories  abroad  to  take  advantage  of  more  favorable 
tax  treatment  for  manufacturing  abroad. 
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Under  existing  law  U.S.  companies  may  obtain  deferral  of  U.S.  tax  by  manu- 
facturing abroad  through  foreign  subsidiaries  for  sale  in  foreign  markets.  The 
DISC  proposal  would  provide  the  same  tax  treatment  for  income  up  to  50 
percent  of  profits  attributable  to  the  manufacture  and  sale  of  goods  for  exiwrt  if 
the  manufacturing  occurs  in  the  United  States.  The  other  50  percent  of  the 
profits  would  be  deemed  to  be  the  manufacturing  portion  of  the  total  profits 
attributable  to  the  manufacturing  activity  in  the  United  States  rather  than  the 
portion  attributable  to  sale  outside  the  United  States,  and  such  50  percent  would 
be  taxable  currently  by  the  United  States. 

The  income  from  export  sales  which  receives  the  deferral  treatment  must  be 
used  either  to  increase  the  export  sales  activities  of  the  DISC  or  it  may  be  lent 
to  a  U.S.  producer,  usually  tlie  parent  company,  to  finance  increases  in  inven- 
tories, machinery  and  equipment  and  other  fixed  assets,  or  research  and  develop- 
ment exi>enditures.  The  amount  of  such  loans  could  not  exceed  the  portion  of 
the  total  expenditures  for  these  purposes  which  the  borrower's  export  sales 
bear  to  its  total  sales.  Thus  the  deferral  of  tax  on  DISC  income  is  available 
only  so  long  as  the  income  is,  in  effect,  used  for  export-related  activities.  When 
the  amounts  are  paid  as  dixidends  to  the  DISC  shareholders  or  when  the  DISC 
ceases  to  qualify  as  such  for  any  reason,  the  income  is  fully  taxed  as  ordinary 
income  to  the  U.S.  shareholders. 

The  DISC  proposal  is  obviously  designed  to  induce  companies  to  continue 
manufacturing  in  the  United  States  for  sale  abroad,  thus  keeping  jobs  at  home 
rather  than  exporting  their  manufacturing  activities  and  know-how  to  foreign 
countries. 

This  purpose  will  be  largely  frustrated  by  the  incremental  concept.  More  than 
one-third  of  our  top  100  exporters  showed  a  declining  or  level  export  trend  for 
the  ijeriod  1964r-1967,  and  it  is  fair  to  assume  that  tliis  downward  trend  has 
worsened  since  1967  as  foreign  competition  has  grown  stronger.  These  companies 
will  have  no  incentive  to  continue  manufacturing  in  the  United  States  for 
foreign  markets.  In  the  case  of  other  companies,  the  incremental  DISC  concept 
at  best  provides  only  partial  deferral  treatment,  so  the  effectiveness  of  the 
DISC  in  keeping  jobs  at  home  will  be  greatly  reduced. 

The  original  form  of  the  DISC,  as  adopted  by  the  House  of  Representatives 
in  1970,  would  be  extremely  effective  in  inducing  U.S.  companies  to  continue 
manufacturing  in  this  country.  Detailetl  presentations  of  the  effect  of  the  full 
DISC  concept  on  their  planning  submitted  by  Union  Carbide,  Hewlett-Packard, 
and  other  companies  made  this  clear. 

Furthermore,  the  "incremental"  limitation  misconceives  the  importance  the 
DISC  would  play  in  helping  to  resolve  our  balance  of  payments  diflSculties.  A 
DISC  on  an  incremental  basis  will  not  provide  an  incentive  to  help  arrest  the 
decline  in  export  sales  of  so  many  of  our  companies.  From  a  balance  of  pay- 
ments standpoint  it  is  as  important  to  maintain  a  dollar  of  existing  export 
sales  against  loss  as  it  is  to  increase  export  sales  by  one  dollar. 

The  incremental  approach  gives  rise  to  very  serious  inequities.  It  i)enalizes 
those  coiT)orations  who  made  substautial  efforts  to  maintain  or  boost  their 
exports  in  the  base  period  years,  while  favoring  those  who  did  not  do  so,  thus 
creating  disparities  between  companies  directly  competing  with  one  another, 
some  of  which  will  get  the  benefits  of  tax  deferral  and  some  of  which  will  not. 
Unless  very  complex  adjustments  are  made,  the  approach  takes  no  account  of 
unusual  business  conditions  which  may  have  resulted  in  either  abnormally  high 
or  low  exports  during  the  base  period.  Moreover,  it  favors  new  entities  who 
have  borne  no  risks  in  developing  new  markets  abroad  and  discriminates  against 
the  exporters  who  have  heretofore  made  the  greatest  effort.  In  a  very  real  sense 
it  betrays  those  businesses  which  acted  responsibly  by  participating  in  the 
Commerce  Department's  voliuitary  export  expansion  programs.  These  companies 
are  prejudiced  in  direct  proportion  to  the  extent  they  increasetl  their  exiwrt 
sales  in  the  1968-1970  base  period  at  the  Government's  request. 

Finally,  the  incremental  concept  poses  extraordinary  technical  problems. 
This  complexity  greatly  reduces  the  utility  of  the  concept  to  smaller  businesses. 

The  House  Ways  and  Means  Committee  in  1961  considered  in  detail  the 
possibility  of  adopting  the  investment  credit  on  an  ''incremental"  basis  in  an 
effort  to  respond  to  similar  allegations  of  "windfall"  benefits  for  investments 
in  capital  goods  that  would  have  been  made  anyway  even  without  tlie  credit. 
That  committee  finally  abandoned  the  idea  as  inherently  inequitable  and  un- 
workable. The  Senate  should  reject  the  incremental  DISC  concept  as  equally 
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unworkable,  inequitable,  and  damaging  to  the  basic  purpose  of  DISC  to  retain 
jobs  in  the  United  States. 

In  addition  to  serving  the  interests  of  labor  by  creating  more  jobs  in  the 
United  States,  the  DISC  proiK>saI  serves  the  interests  of  business  and  consumers 
as  well.  The  interests  of  business  are  served  because  our  present  tax  laws  and 
those  of  other  countries  tend  to  favor  overseas  productions;  many  U.S.  bu.sineSvS- 
men  would  prefer  to  continue  producing  in  the  Tnited  States  for  foreign  markets 
if  the  tax  treatment  for  U.S.  production  could  be  e<iualized.  The  interests  of 
consumers  are  served  because  a  higher  level  of  exports  is  needetl  to  supiwrt 
continued  expansion  in  irajwrts. 

The  DISC  proix)sal  when  fully  effective,  even  without  the  incremental  con- 
cept, would  result  in  a  revenue  deferral  of  only  approximately  ,$600  million 
annually  before  allowing  for  the  effect  of  increased  revenues  from  the  feedback 
benefits  to  the  economy.  This  amount  might  be  only  $300  million  in  the  first 
full  year  of  its  operation  while  exporters  arrange  to  take  full  advantage  of 
its  provisions.  We  estimate  that  without  the  incremental  limitation  it  will  result 
in  an  increase  in  annual  export  sales  of  .$l..j  billion  or  more,  which  will  mean 
more  gross  national  product — more  tax  base  in  the  United  States  and  more  tax 
revenues. 


Exhibit  44. — Letter  from  General  Counsel  Pierce,  October  20,  1971,  to  Senator 
William  Proxmire,  as  a  reply  to  a  suggestion  by  the  Senator  that  public 
hearings  be  held  before  any  revenue  ruling  is  issued  in  matters  involving 
a  potential  loss  of  $5  million  or  more  in  tax  revenue 

Dear  Me.  Chairman  :  I  have  your  letter  of  October  5,  reiterating  your  sug- 
gestion that  public  hearings  be  held  by  the  Internal  Revenue  Service  (wlien 
requested  by  an  interested  member  of  the  public)  on  any  revenue  ruling  "involv- 
ing a  potential  loss  of  $5  million"  in  tax  revenue. 

I  think  that  perhaps  a  clear  understanding  of  the  rulings  program  of  the  In- 
ternal Revenue  Service  is  neces.sary  for  this  suggestion  to  be  properly  evaluated. 

Almost  all  published  revenue  rulings  are  based  on  rulings  previously  issued  to 
individual  taxpayers  or  technical  advice  given  to  District  officers  of  the  Sen-ice 
in  connection  with  the  audit  of  taxpayer  I'eturns.  It  has  been  the  practice  of  the 
Service  for  over  30  years  to  answer  wintten  inquiries  of  individuals  and  organi- 
zations as  to  their  status  for  tax  purposes  and  as  to  the  tax  effects  of  their  acts 
or  transactions.  Most  of  such  rulings  are  issued  in  advance  of  the  transactions 
involved,  though  some  are  issued  between  the  date  of  the  transaction  and  the 
filing  of  the  taxi)ayer's  return  in  order  to  furnish  guidance  as  to  how  the  transac- 
tion should  be  reported  on  the  return.  See  Revenue  Procedures  69-1,  2  and 
69-6,  1969^1  C.B.  381,  396. 

In  addition  to  such  private  ruling  letters,  the  National  Office  fumislies  advice 
and  guidance  on  issues  arising  in  examination  of  retuinis  which  appear  to  be  so 
unusual  or  complex  as  to  warrant  consideration  by  the  National  Office.  See 
Revenue  Procedure  69-2,  196i)-l  C.B.  386. 

Such  rulings  and  advice  do  not  represent  policy  decisions  but  interpretations 
of  the  Internal  Revenue  Code.  Because  the  Code  is  extremely  complex  and  the 
Fedei'al  tax  .system  rests  largely  on  voluntary  compliance  with  the  law  by 
the  taxpayers — over  97  cents  of  every  dollar  of  tax  collected  being  effected 
by  voluntary  compliance — the  Treasury  considers  it  essential  that  taxpayers 
be  given  every  reasonable  assistance  in  resolving  ipiestions  as  to  the  applicability 
of  the  Code  to  their  particular  sets  of  facts.  In  fiscal  year  1971.  the  Service 
answered  some  20,000  taxpayer  and  1,400  District  office  requests  (exclusive  of 
those  involving  alcohol,  tobacco,  fireanns  or  exci.se  taxes).  Of  the  26,000 
taxpayer  requests,  some  14,000  involved  applications  by  taxpayers  for  permis- 
sion to  change  their  method  or  period  of  accounting  for  tax  purposes,  most  of 
whicli  are  relatively  routine. 

In  19r)2,  the  Subcommittee  on  Administration  of  the  Internal  Revenue  laws 
of  the  Connnittee  on  Ways  and  Means  (the  King  and  Kean  Subconuuittee) 
began  a  series  of  hearings  and  investigations  into  the  administration  and 
operation  of  the  Internal  Revenue  Service.  The  Committee  was  critical  of 
the  fact  that  at  that  time  the  Service  did  not  make  public  its  position  on  matters 
involved  in  private  rulings  to  particular  taxpayers.  Obviously,  where  rulings 
are  not  published  expeditiously    (or  are  not  publislied  at  all)    the  taxpayer 
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receiving  tlie  private  ruling  may  liave  an  advantage  over  otlier  taxpayers  and 
personnel  of  the  Internal  Revenue  Service  unaware  of  the  position  taken.  As 
a  result  of  the  Subcommittee's  investigations,  Commissioner  Dunlap  by  letter 
dated  May  28,  1952,  to  the  Committee  chairman,  committed  the  Service  to 
publish  all  communications  to  taxpayers  and  field  offices  involving  substantive 
tax  law  and  procedures  affecting  rights  and  duties  of  taxpayers,  intended  to  be 
used  as  precedents  and  guides.  In  its  report  to  the  82nd  Congress,  the  Subcom- 
mittee praised  adoption  by  the  Service  of  that  new  rulings  publications  policy 
noting  that : 

"This  policy  has  now  been  implemented  by  detailed  instructions  which,  if 
properly  applied,  will  result  in  publication  in  the  Internal  Revenue  Bulletin 
of  all  rulings  of  general  interest  issued  to  taxpayers  and  their  representatives 
as  well  as  to  field  ofiicers  of  the  Bureau." 

As  a  result  of  the  expanded'  publication  program,  the  number  of  revenue 
rulings  published  each  year  in  the  Bulletin  jumped  substantially.  The  following 
schedule  .shows  the  number  of  rulings  published  for  tlie  four  years  1949  to 
1952,  preceding  the  change,  and  for  the  years  thereafter  : 

1949 89        1953 300        1962 225 

1950 88        1954 625        1963 279 

1951 71         1955 763        1964 340 

1952 86        1956 700        1965 319 
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In  1960,  in  response  to  some  concern  that  the  publication  policy  might  be 
modified.  Commissioner  Latliam  issued  a  renewe<i  commitment  to  continuance 
of  the  policy  in  a  letter  to  the  Joint  Committee  on  Internal  Revenue  Taxation. 

The  policy  which  has  been  in  effect  since  1953  requires  publication  in  the 
Internal  Revenue  Bulletin  of  the  substance  of  all  rulings  and  technical  advice, 
except  those  involving:  (1)  issues  specifically  and  clearly  covered  by  statute 
or  regulations;  (2)  issues  specifically  covered  by  rulings,  opinions  or  court 
decisions  pi'eviously  published  in  the  Bulletin:  (3)  issues  not  likely  to  arise 
again  becaiise  of  unique  or  specific  facts;  (4)  determinations  of  fact  rather 
than  interpretations  of  law;  (5)  acceptability  under  the  law  and  regulations 
of  containers,  labels,  and  advertising  involving  alcoholic  lieverages  or  tobacco 
products;  (6)  tobacco  operations,  such  as  the  disposition  of  abandoned,  seized 
or  condemned  tobacco  products;  (7)  informers  and  informers'  rewards;  and 
(8)  disclosure  of  secret  formulas,  processes,  or  business  practices,  and  other 
similar  information. 

It  obviously  would  not  be  possible  to  hold  public  hearings  prior  to  the  issuance 
of  each  ruling.  ^Nlany  taxpayers  would  find  the  ruling  program  of  little  value 
if  there  had  to  be  a  public  disclosure  in  advance  of  contemplated  transactions 
with  respect  to  which  rulings  are  requested.  Also,  as  a  practical  matter,  the 
Service  simply  could  not  operate  the  program  if  any  number  of  over  100  million 
taxpayers  in  the  Country  were  permitted  to  intervene  and  be  heard  on  any 
significant  number  of  actions  to  be  taken  l)y  the  Service  with  respect  to  the 
tax  liability  of  individual  taxpayers.  Nor  would  there  seem  to  be  any  logic 
to  limiting  inten-ention  to  the  cases  of  the  25,000  taxpayers  per  year  where 
the  Service  rules  on  the  tax  consequences  of  particular  transactions  in  advance 
of  the  filing  of  a  return,  and  to  deny  intervention  in  the  Service's  handling 
of  .similar  issues  on  the  audit  of  returns  of  3,000,000  taxpayers  per  year. 

Interpretation  of  the  tax  law  as  reflected  in  revenue  rulings  is  not  based 
upon  the  amount  of  revenue  involved,  but  upon  what  the  Service  deems  to  be 
a  proper  construction  of  the  Internal  Revenue  Code  and  regulations  thereunder. 
Although  in  some  cases  the  Service  has  information  as  to  the  amount  of  revenue 
involved  in  the  particular  transaction  for  wliicli  a  taxpayer  has  requested  a 
ruling,  it  rarely  has  information  as  to  the  effect  on  the  revenue  involved  upon 
the  basis  of  applying  the  principle  of  such  ruling  to  all  similarly  situated  tax- 
payers. You.  for  example,  indicate  in  your  letter  tliat  $175  million  in  revenues 
is  involved  in  the  matter  of  expropriation  by  the  Chilean  Government  of  copper 
properties  owned  by  United  States  firms.  We  know  of  no  basis  in  the  law  for 
construing  the  law  in  one  way  with   respect  to  a  transaction  to  be  entered 
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into  by  one  taxpayer  involving  a  small  amount  of  revenue,  then  taking  a 
different  position  with  respect  to  another  taxpayer  having  a  similar  transaction 
involving  a  large  amount  of  revenue. 

We  therefore  deem  it  impractical  and  unsound  to  base  a  determination  on 
whether  hearings  will  be  held  with  respect  to  i>articular  rulings  on  the  amount 
of  money  involved. 

Almost  any  decision  by  any  administrative  agency  involving  any  citizen  is 
likely  to  affect  many  other  citizens  unless  tiie  agency  acts  differently  with 
respect  to  different  citizens.  Where  matters  of  policy  are  involved,  as  is  often 
the  case  with  respect  to  regulations  issued  by  the  Commissioner  of  Internal 
Revenue  under  the  Internal  Revenue  Code,  it  may  be  appropriate  (and  it  is 
the  consistent  practice  of  the  Treasury  Department  and  the  Internal  Revenue 
Service  with  respect  to  such  regulations)  to  extend  the  public  hearing  process 
to  the  rule  making  procedure.  We  follow  the  practice  of  using  the  regulations 
process,  and  hence  providing  public  notification,  and  hearings  for  administra- 
tive decisions  reflecting  significant  policy  decisions.  Recent  examples  are  the 
ADR  depreciation  regulations ;  regulations  dealing  with  advance  payments, 
long-term  contracts,  changes  in  accounting  methods  and  redemption  of  trading 
stamps ;  combat  pay  of  members  of  the  Armed  Sen-ices ;  group  term  life  in- 
surance; revision  of  actuarial  tal)les  and  interest  factor;  integration  of  qualified 
pension  plans  with  Social  Security  ;  information  reporting  by  certain  medical 
corporations  ;  and  many  others. 

It  would  appear  obvious,  however,  that  it  is  not  practical,  if  the  work  of  the 
Government  is  to  be  accomplished,  to  use  the  public  hearing  process  to  resolve 
issues  of  the  applicability  of  the  law  and  regulations  to  particular  facts  in- 
volving particular  taxpayers,  even  though  in  the  interest  of  uniformity  the 
resolution  of  .such  issues  will  be  followed  in  similar  ca.ses  in  the  future. 
Sincerely  yours, 

Samuel  R.  Pierce,  Jr., 

General  Counsel. 
The  Honorable   William    Proxmire 

Chairman,  Joint  Economic  Committee,  Congress  of  the  United  States,  Washing- 
ton, D.C. 


Exhibit  45. — Letter  from  Acting  Secretary  Walker  to  the  Chairman  of  the 
Senate  Finance  Committee,  November  12,  1971,  concerning  the  financial 
accounting   treatment   of   the   7   percent   job   development   credit 

Dear  Mr.  Chairman  :  Questions  have  been  raised  about  the  position  of  the 
Treasury  Department  concerning  the  financial  accounting  treatment  of  the  7 
l>ercent  Job  Development  Credit. 

The  Treasury  Department's  overriding  interest  in  seeking  the  credit  is  to 
create  jobs  lioth  in  the  short  run  and  the  long  run  by  stimulating  the  purchase 
of  new  machinery  and  eciuipment.  This  will  improve  the  productivity  of  our 
workers  on  a  permanent  ba.sis  and  thereby  will  increase  the  output  and  com- 
petitivene.ss  of  U.S.  industry. 

For  financial  accounting  purposes,  companies  previously  have  had  the  option 
of  either — (1)  treating  the  credit  as  an  immediate  reduction  in  tax  liability  in 
the  year  the  assets  are  acquired,  when  the  credit  is  allowed;  or  (2)  spreading 
the  benefit  of  the  credit  over  the  service  life  of  the  asset  as  if  the  credit,  in 
effect,  was  a  reduction  in  the  cost  of  the  asset. 

The  va.st  majority  of  the  companies  have  followed  the  former  alternative — 
reflec-ting  the  benefit  of  the  credit  immediately  in  earnings.  It  seems  self-evident 
that  these  bu.sinessmen  will  liave  less  motivation  to  punhase  new  equipment  if 
the  benefits  of  the  credit  are  not  reflected  in  operating  results  when  realized, 
as  they  have  been  in  the  past  in  their  case. 

Accordingly,  since  any  change  in  the  pre-existing  well-e.stablished  financial 
accounting  practice  might  ni)erate  to  diminish  the  job-creating  effect  of  the 
credit,  the  Treasury  Department  strongly  supports  a  continuation  of  tlie  oirtional 
treatment. 

The  Treasury  would  prefer  that  the  accounting  profession  on  its  own  motion 
recognize  the  importance  of  c(mtinuing  the  prior  practice  so  as  not  to  interfere 
with  the  functi(Hi  of  tlie  credit  to  stimulate  new  cnpital  investment.  The  Senate 
Finance  Committee  has  expressed  a  similar  view  in  its  report. 
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If  it  is  concluded  that  the  desired  objective — optional  treatment  for  account- 
ing purix)ses — ^cannot  be  achieved  by  committee  report  language,  then  the  Treas- 
ury Department  will  support  a  legislative  resolution  of  this  matter. 
Sincerely  yours, 

(Signed)     Charls  E.  Walker, 

Acting  Secretary. 
The  Honorable  Russell  B.  Long, 
Chairman,  Senate  Finance  Committee, 
United  States  Senate, 
Washington,  D.C. 


Exhibit  46. — Address  by  General  Counsel  Pierce,  November  23,  1971,  before  the 
32d  annual  dinner  of  the  Federal  Tax  Forum,  New  York,  N.Y.,  on  "Highlights 
of  the  Revenue  Act  of  1971" 

Yesterday  the  Senate  passed  its  version  of  the  Revenue  Act  of  1971.  As  there 
are  differences  between  the  House  and  Senate  bills,  the  content  of  the  act  will 
be  finally  decided  by  the  Conference  Committee. 

Both  the  House  and  Senate  bills  in  large  measure  embody  the  tax  recom- 
mendations made  by  the  President  in  August  of  this  year  as  part  of  his  new 
economic  policy.  This  legislation  is  designed  to  decrease  the  high  rate  of  unem- 
ployment, relieve  hardships  imposed  by  inflation  on  those  with  modest  incomes, 
provide  tax  incentives  to  aid  the  modernization  of  our  Nation's  productive  facili- 
ties, increase  our  exports  and  improve  our  balance  of  payments,  and  generally 
stimulate  the  Country's  economy. 

The  time  allotted  this  evening  will  not  permit  me  to  discuss  thoroughly  the 
proposed  provisions  of  the  Revenue  Act  of  1971.  Therefore,  I  shall  discuss  some  of 
the  highlights  of  this  legislation,  pointing  up  recommendations  of  the  administra- 
tion and  differences  between  the  House  and  Senate  bills. 

One  of  the  most  important  features  of  the  Revenue  Act  of  1971  is  the  restora- 
tion of  the  7-perceut  investment  credit.  As  you  know,  the  President  recommended 
the  enactment  of  a  job  development  credit  at  a  lO-perceut  rate  for  all  property  ac- 
quired between  August  16,  1971,  and  August  15,  1972,  and  any  property  acquired 
during  the  following  6-month  period  pursuant  to  an  order  placed  before  Au- 
gust 16,  1972.  Thereafter,  credit  would  be  allowed  at  a  5-percent  rate. 

On  the  basis  of  the  Treasury's  analysis  of  the  old  investment  credit,  it  was  con- 
cluded that  the  job  development  credit  would  be  an  effective  device  for  stimu- 
lating economic  activity.  This  analysis  indicated,  however,  the  existence  of  a 
timelag  between  enactment  of  the  credit  and  the  response  of  the  business  com- 
munity to  this  incentive.  Our  purpose  in  recommending  a  temporarily  higher  rate 
of  credit  was  to  shorten  this  timelag  by  offering  a  premium  for  prompt  decision- 
making concerning  capital  spending. 

Neither  the  Ways  and  Means  Committee  nor  the  Finance  Committee  agreed 
with  this  analysis.  Both  the  House  and  Senate  have  agreed  upon  a  flat  7  percent 
credit.  Consequently,  that  is  what  the  1971  act  will  provide.  While  we  would  have 
preferred  adoption  of  our  proposal,  the  flat  7  percent  credit  will  undoubtedly  have 
a  highly  beneficial  effect  on  the  economy. 

The  President  also  recommended  that  no  credit  be  allowed  for  foreign-produced 
property — that  is,  property  produced  abroad  and  property  produced  in  the  United 
States  having  a  predominant  foreign  content — so  long  as  the  temporary  10  per- 
cent import  surcharge  remains  in  effect.  This  particular  aspect  of  the  proposal 
was  intended  to  complement  the  effect  of  the  temporary  import  surcharge  and  to 
offset,  in  part,  the  disadvantages  that  our  capital-goods  industries  face  in  com- 
peting with  foreign  capital-goods  industries. 

With  one  exception,  the  bill  passed  by  the  House  adopts  this  recommendation 
of  the  President.  The  House  bill  gives  the  President  authority  to  allow  prospec- 
tively the  credit  for  foreign-produced  property  while  the  import  surcharge  is  in 
effect  if  he  finds  that  to  be  in  the  pul)lic  interest. 

The  Senate  bill  differs  from  the  House  measure  in  several  significant  respects. 
Under  the  Senate  bill,  if  the  President  should  determine  that  it  is  in  the  public 
interest  to  do  so,  he  may  allow  the  credit  retroactively.  Under  the  same  condition, 
he  may  continue  the  denial  of  the  credit  even  though  he  terminates  the  import 
surcharge.  Furthermore,  the  Senate  bill  provides  that  foreign-produced  property 
ordered  before  August  15,  1971,  would  qualify  for  the  investment  credit. 
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The  Rev(>nno  Act  of  1971  will  revise  and  clarify  the  application  of  the  invest- 
ment credit  in  a  number  of  respects.  There  was  .some  uncertaint.v  under  prior  law 
a.s  to  whether  the  same  useful  life  had  to  be  used  for  investment  credit  purposes 
and  depreciation  purposes.  One  tax  court  case  holds  that  such  conformity  is  not 
required,  while  the  asset  depreciation  range  regulations  retjuire  such  conformity. 
The  new  act  will  provide  that  the  same  useful  life  must  be  used  for  both  deprecia- 
tion and  investment  credit  purposes. 

The  act  will  also  reduce  the  useful  life  brackets  by  1  year  each  for  the  purposes 
of  determining  the  qualitied  investment  attributable  to  property.  Thus,  property 
with  a  useful  life  of  3  or  4  years  will  (lualify  for  a  one-third  credit ;  property  with 
a  useful  life  of  5  or  6  years  will  qualify  for  a  two-thirds  credit;  property  with  a 
useful  life  of  7  years  or  longer  will  (lualify  for  a  full  credit. 

Under  the  act,  the  definition  of  .section  38  property — that  is,  property  with 
respect  to  which  the  investment  credit  is  allowable — will  be  expanded  and  clari- 
fied. For  example,  there  is  some  doubt  as  to  the  allow^ability  of  the  credit  to  Com- 
sat with  respect  to  its  share  of  the  satellites  used  by  Intelsat  because  Intelsat 
is  an  international  organization  and  the  satellites  are  not  physically  located  in 
the  United  States.  Under  the  new  legislation,  Comsat  will  not  be  denied  the 
credit  with  respect  to  its  share  of  the  satellites  because  they  are  used  by  Intel- 
sat or  because  they  are  not  physically  located  in  the  United  States. 

The  treatment  of  storage  facilities  for  investment  credit  purposes  is  a  problem 
that  has  ti-oubled  the  Internal  Revenue  Service,  taxpayers,  and  the  courts  since 
1962.  While  storage  facilities  qualify  for  the  investment  credit,  there  is  some 
doubt  under  present  law  whether  certain  structures  are  buildings  (which  do  not 
qualify)  or  storage  facilities  (which  qualify).  This  problem  has  arisen  where 
activities  other  than  storage  have  been  carried  on  in  the  same  facility.  Under  the 
Senate  bill,  a  structure  is  to  be  treated  as  a  storage  facility  and  qualify  for  the 
credit  only  if  used  for  bulk  storage  of  fungible  commodities  and  does  not  have 
any  significant  work  area.  This  amendment  is  acceptable  to  the  Treasury.  The 
House  bill  has  no  provision  on  storage  facilities. 

Property  (other  than  pollution  control  facilities)  could  qualify  for  both  the 
old  investment  credit  and  special  5-year  amortization.  Under  the  1971  act,  the 
taxpayer  cannot  have  both  the  investment  credit  and  special  Sryear  amortization 
on  the  same  property. 

The  act  would  also  repeal  the  special  rules  involving  situations  where  prop- 
erty which  qualified  for  the  credit  is  destroyed  in  a  casualty  and  is  replaced  with 
other  section  38  property.  Under  the  act,  the  disposition  of  the  destroyed  property 
and  the  acquisition  of  the  replacement  property  would  be  treated  as  unrelated 
transactions.  Thus,  the  credit  originally  allowed  on  the  destroyed  property  would 
be  recaptured  to  the  same  extent  as  on  any  other  disposition,  and  a  full  credit 
would  be  allowed  on  the  new  property. 

Offshore  drilling  equipment  qualified  for  the  old  investment  credit  only  if  used 
in  U.S.  waters  or  from  the  Outer  Continental  Shelf.  Some  doubt  exists  as  to  the 
extent  to  which  submarine  telephone  cables  qualified  for  the  old  credit  where  the 
owner  of  the  cable  is  not  itself  engaged  in  the  communications  business  in  the 
United  States. 

The  Senate  bill  provides  that  offshore  drilling  equipment  will  qualify  for  the 
investment  credit  wherever  it  is  used,  and  submarine  telephone  cable  manufac- 
tured in  the  United  States  will  qualify  for  the  credit  if  part  of  a  communication 
link  with  the  United  States.  The  House  bill  does  not  have  any  provision  on  prop- 
erty used  outside  the  United  States. 

The  House  and  Senate  bills  woidd  make  several  changes  concerning  the  appli- 
cability of  the  investment  credit  to  the  property  of  regulated  public  utilities.  Both 
liills  would  increase  the  effective  rate  of  credit  for  such  property  from  3  to  4  per- 
cent and  inqtose  limitations  on  the  treatment  of  the  credit  by  regulatory  agencies 
for  ratemaking  purposes.  In  general,  these  limitations  are  intended  to  result  in  a 
sharing  of  the  benefit  of  the  investment  credit  between  customers  and  investors. 
The  Senate  bill  differs  slightly  from  the  House  bill  on  the  treatment  of  the  credit 
by  regulatory  agencies. 

In  response  to  testimony  by  a  number  of  public  utilities  concerning  increased 
competition  from  noiiregulated  C()nq)anies,  the  Senate  bill  limits  to  4  percent  the 
investment  credit  allowed  certain  types  of  comminiications  property.  The  purpose 
of  this  provision  is  to  place  all  taxpayers  using  private  switchboard  equipment, 
microwave  transmission  equipment,  and  other  similar  equipment  on  the  same 
competitive  footing. 
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The  cost  of  used  property  which  could  be  taken  into  account  for  purposes  of 
the  old  investment  credit  was  generally  limited  to  $50,000  a  year.  The  administra- 
tion recommended  to  the  Congress  that  used  property  should  not  qualify  for  the 
credit  since  allowance  would  result  in  duplicative  benefits. 

The  House  bill  provides  that  only  $65,000  of  the  cost  of  used  property  can  be 
taken  into  account  in  any  year.  Further,  the  $65,000  figure  for  used  property 
would  be  reduced  by  the  amount  of  qualified  investment  in  new  section  38  prop- 
erty placed  in  service  by  the  taxpayer  during  the  same  taxable  year.  The  Senate 
bill  deletes  the  provision  in  the  House  bill  restoring  present  law. 

The  asset  depreciation  range  (ADR)  system  was  adopted  by  the  Treasury  De- 
partment last  June.  It  permits  depreciation  lives  to  Vie  taken  from  a  range  which 
varies  up  to  20  percent  from  the  anticipated  industry-wide  levels  for  particular 
classes  of  assets.  The  system  covers  tangible  personal  property  placed  in  service 
after  1970.  It  does  not  cover  real  property.  The  ADR  system  permits  three-fourths 
of  a  year's  depreciation  for  the  year  an  asset  is  placed  in  service. 

The  administration  recommended  that  the  ADR  system  be  enacted  into  law. 

Both  the  House  and  Senate  bills  rediice  the  three-fourths  year  convention  un- 
der ADR  to  a  convention  which  permits  no  more  than  one-half  year's  deprecia- 
tion the  year  an  asset  is  placed  in  service. 

The  House  bill  provides  for  a  class  life  system  substantially  the  same  as  under 
the  ADR  system.  However,  it  extends  the  class  life  system  to  real  property.  The 
Senate  bill  provides  for  exclusion  of  real  property  assets  from  the  class  life  sys- 
tem during  the  transition  period  generally  extending  from  January  1,  1971, 
through  1973. 

Both  the  House  and  Senate  specifically  rejected  the  first  year  convention  of  the 
ADR  system,  the  feature  of  the  system  to  which  most  of  the  short-term  revenue 
loss  was  attributable.  While  adoption  of  the  convention  seemed  a  reasonable 
means  of  providing  more  uniform  benefits  under  the  ADR  system  to  long-  and 
short-lived  equipment,  we  realize  that  its  importance  is  less  significant  in  the 
light  of  the  restoration  of  the  investment  credit.  It  should  be  borne  in  mind  that, 
even  with  the  enactment  of  this  legislation,  capital  cost  of  manufacturing  ma- 
chinery and  equipment  will  still  be  greater  in  the  United  States  than  in  most 
other  industrialized  nations,  including  West  Germany  and  Japan.  Thus,  the 
combined  benefits  of  the  ADR  system  and  the  investment  credit  merely  places  our 
producers  in  more  or  less  the  same  position  as  foreign  producers  and  enables 
them  to  retain  markets  for  our  goods  and  jobs  for  our  workers. 

The  Revenue  Act  of  197,1  will  essentially  incorporate  the  President's  recom- 
mendations regarding  individual  tax  relief.  With  respect  to  personal  exemption, 
the  House  bill  provides  for  $675  for  1971  and  $750  thereafter.  The  Senate  gave 
away  a  little  more  than  the  House.  Its  bill  provides  for  $675  for  1971  and  $800 
thereafter. 

The  President  recommended  that  the  standard  deduction  be  increased  to  15 
percent  with  a  ceiling  of  $2,000  for  1972.  Both  the  House  and  Senate  bills  adopted 
this  recommendation. 

The  administration  made  no  recommendation  with  respect  to  low-income  allow- 
ance. The  House  bill  provides  for  a  $1,050  low-income  allowance  for  1971  and  for 
$1,300  thereafter.  The  Senate  bill  would  accelerate  the  $1,300  to  1971.  Obviously, 
the  $1,300  for  1971  in  the  Senate  bill  would  cause  a  serious  and  very  expensive 
tax  form  problem. 

The  Senate  bill  provides  for  a  deduction  of  up  to  $400  per  month  for  household 
help  if  there  is  a  dependent  child  under  15  or  a  dependent  unable  to  care  for  him- 
self in  the  household.  Married  taxpayers  would  be  allowed  to  claim  this  deduction 
if  they  both  were  employed  on  a  full-time  basis  and  their  adjusted  gross  income 
was  under  $18,000.  The  provision  further  allows  the  deduction  to  taxpayers  who 
take  the  standard  deduction  as  well  as  to  those  who  itemize  deductions. 

This  provision  would  cause  the  Government  to  lose  about  $315  million  in 
revenue  per  year.  Moreover,  the  provision  generally  benefits  single  individuals  in 
the  higher  income  levels.  It  makes  a  questionable  distinction  between  single  and 
married  taxpayers  and  is  not  limited  to  the  care  of  dependents  but  is  available 
for  all  household  help  as  long  as  a  qualified  dependent  is  in  the  household.  Relief 
to  taxpayers  with  children  might  be  more  efficiently  provided  through  the  funding 
of  child  care  facilities. 

The  Senate  bill  also  provides  for  a  credit  to  be  calculated  on  a  sliding  scale  of 
up  to  $325  for  amounts  paid  by  a  taxpayer  for  himself,  or  for  a  dependent,  for 
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the  cost  of  tuition,  hooks,  and  equipment  at  a  college,  university,  or  vocational 
training  school.  There  would  he  full  credit  for  families  with  joint  adjusted  gross 
income  of  up  to  $25,000,  after  which  each  $100  of  income  would  reduce  the  credit 
by  $1. 

This  provision  will  result  in  a  significant  loss  of  revenue.  Its  benefit  is  to  a 
limited  class  of  taxpayers;  namely,  those  with  children  attending  c(»llege.  It  will 
do  nothing  to  expand  educational  opportunities  generally  or  to  aid  higher  educa- 
tion. Finally,  it  will  provide  little,  if  any,  benefit  to  low-income  families  who 
cannot  spend  the  $1,500  re(iuired  in  order  to  get  the  full  credit. 

Section  103  (c)  of  the  Internal  Revenue  Code  generally  denies  tax-exempt 
status  to  industrial  development  Itonds.  Exceptitms  are  provid<'d  for  issues  of  $1 
million  or  less,  and  for  i.ssues  of  $5  million  or  less,  if  the  total  capital  expendi- 
tures from  3  years  before  to  3  years  after  the  date  of  issue  are  less  than  $5 
million.  Efforts  were  made  by  certain  Senators  to  get  the  Senate  Finance  Com- 
mittee to  raise  the  small  issue  exemption.  These  efforts  were  rejected  i)y  the 
committee.  However,  the  bill  reported  by  the  Senate  Finance  Committee  was 
amended  on  the  floor  to  increase  the  $1  million  exemption  to  $5  million,  without 
regard  to  the  total  cost  of  the  project. 

The  Treasury  opposed  this  floor  action  iirimarily  because  it  will  result  in  dis- 
ruption of  the  State  and  local  bond  market  and  cause  the  Federal  Government 
to  lose  substantial  revenue. 

The  Revenue  Act  of  1971  will  repeal  retroactively  the  7-percent  automobile 
excise  tax  and  the  10-percent  excise  tax  on  small  trucks  so  that  consumers  of 
these  items  since  August  15,  1971.  will  be  entitled  to  refunds.  While  the  President 
recommended  only  repeal  of  the  automobile  tax,  we  believe  repeal  of  the  tax 
on  small  trucks  is  reasonable  in  light  of  the  fact  that  to  a  very  large  extent  they 
are  sold  in  direct  ccmipetition  with  automobiles. 

The  Senate  bill  differs  from  the  House  bill  in  sevei'al  important  details.  One 
difference  involves  foreign  automobiles.  The  Senate  would  give  the  President 
authority  to  reinstate  the  excise  tax  on  imported  cars  and  light-duty  trucks  from 
any  foreign  country  which  discriminates  against  automobiles  produced  in  the 
United  States.  This  authority  would  terminate  after  19S1. 

Another  modification  concerns  the  Highway  Trust  Fund.  As  you  may  know, 
receipts  from  the  10  percent  excise  tax  on  trucks  go  to  the  Highway  Trust  Fund 
and  not  the  general  fund.  The  Senate  bill  would  divert  7  percent  of  the  revenues 
from  the  Federal  exci.se  tax  on  alcoholic  beverages  to  the  Highway  Trust  Fund. 
As  this  would  result  in  siphoning  off  revenue  from  the  general  fund,  the  Ti'easury 
is  opposed  to  tliis  measure.  The  administration  believes  there  is  sufficient  money 
in  the  Highway  Trust  Fund  without  removing  much  needed  revenue  from  the 
general  fund. 

One  of  the  President's  major  tax  recommendations  to  Congress  was  the  so-called 
DIS('  proposal.  Under  this  proposal,  there  would  be  a  tax  deferi-al  on  income 
allocable  to  Domestic  International  Sales  Corporations  (DISC)  where  such  in- 
come is  invested  in  export  assets  or  in  loans  to  domestic  producers  to  be  u.sed 
for  exports.  Our  original  DISC  i)roposal  was  favorably  reported  by  the  AVays  and 
Means  Committee  and  adopted  l)y  the  House  in  1970. 

However,  the  current  House  i)ill  would  apply  the  DISC  proposal  only  to  profits 
on  sales  in  excess  of  75  percent  of  export  profits  in  the  3-year  period  1968-1970. 
We  recommended  that  this  incremental  feature  lie  eliminated  from  the  bill  in 
order  to  insure  the  full  effectiveness  of  the  DISC  provisions  in  encouraging  our 
companies  to  produce  in  the  United  States  for  export  sale  in  foreign  markets, 
rather  than  to  move  their  factories  abroad  to  take  advantage  of  more  favorable 
tax  treatment. 

While  the  Senate  bill  does  not  contain  this  incremental  feature,  it  woidd  per- 
mit tax  deferral  on  only  50  percent  of  the  export  income  of  a  DISC,  and  it  would 
terminate  the  operation  of  the  DISC  i)rovisions  after  19S2.  This  approach  is 
simpler  to  administer  than  that  of  the  House  bill.  Imt  we  do  not  believe  it  will 
provide  a  fully  sufficient  incentive  to  keep  manufacturing  jobs  in  this  Country. 

The  Senate  bill  provides  the  President  with  authority  to  impose  selective  or 
general  im])ort  quotas  and  to  impose  an  inq)ort  surciiarge  of  up  to  15  percent  on 
the  value  of  any  article  during  a  l)alance  of  payments  emergency  through  Decem- 
ber 31.  197(>.  The  Treasury  is  in  favor  of  this  provision. 

The  Senate  bill  also  i)rovides  for  a  tax  credit  to  enqiloyers  who  hire  work 
incentive  program  (AVIX)  participants.  The  credit  is  20  p<M-cent  of  the  wages 
paid  during  the  first  12  months  of  employment.  If  the  employee  is  discharged 
within  12  months  after  the  credit  period,  the  credit  is  recaptured. 
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One  of  the  last  provisions  passed  by  the  Senate  is  perhaps  the  most  controversial 
part  of  the  entire  Senate  bill.  The  provision  in  question  would  permit  each  tax- 
payer to  contribute  $1  of  his  income  tax  either  to  a  political  party  to  be  used  to 
finance  that  party's  presidential  candidate,  or  to  a  nonpartisan  fund  to  be  divided 
among  the  various  parties. 

The  Treasury  is  strongly  opposed  to  this  provision.  There  are  many  reasons 
for  this.  Here  are  a  few  :  It  would  result  in  lost  revenue  ;  it  would  put  the  Internal 
Revenue  Service  in  the  business  of  collecting  funds  for  political  parties,  a  busi- 
ness which  we  do  not  believe  IRS  should  be  in.  We  believe  there  are  better  ways 
to  spend  the  taxpayers'  money  than  on  political  campaigns.  Moreover,  we  do 
not  believe  political  parties  should  be  run  with  public  funds.  In  our  opinion,  it  is 
not  a  proper  function  of  Government  to  finance  political  campaigns. 

The  Revenue  Act  of  1971  contains  a  number  of  provisions  which  involve  struc- 
tural improvements  of  the  Internal  Revenue  Code.  Time  does  not  permit  me  to 
discuss  the.se  provisions,  but  suffice  it  to  say,  they  add  much  to  the  basic  provi- 
sions of  the  bill  which  I  have  already  discussed  in  making  the  Revenue  Act  of 
1971  landmark  legislation. 


Exhibit  47. — Statement  by  Assistant  Secretary  Cohen,  April  29,  1972,  before 
the  Federal  Tax  Institute  of  New  England,  Boston,  Mass.,  on  "efforts  to 
make  the  tax  system  fair  and  equitable  and  to  make  it  best  serve  the 
economic  well-being  of  the  Nation" 

It  is  a  great  personal  pleasure  to  me  to  return  to  Boston  to  review  with  this 
distinguished  audience  the  status  of  our  work  at  the  Treasury  on  sonie  important 
tax  matters  and  to  share  with  you  a  few  thoughts  on  tax  issues  that  are  cur- 
rently being  discussed. 

Two  years  ago  you  were  kind  enough  to  invite  me  to  S)peak  to  you  at  this  lunch- 
eon, and  the  program  indicated  that  I  was  to  give  a  half-hour  talk  to  end  at 
2  :15.  The  gracious  introduction  I  was  given  ended  at  2  :12.  It  was  not  easy  for 
a  fellow  with  a  Southern  drawl  to  compress  a  half-hour  speech  into  3  minutes, 
and  I  am  grateful  to  you  for  inviting  me  back  for  my  remaining  27  minutes. 

There  has  been  a  good  deal  .said  of  late  in  the  political  campaigns  and  else- 
where on  the  subject  of  taxes  and  the  need  for  further  changes.  It  is  scarcely 
necessary  to  say  that  we  must  constantly  be  watchful  of  the  operation  of  our 
tax  system  and  use  our  best  effort.^  research,  and  debate  to  make  it  as  fair  and 
equitable  as  possible  and  make  it  best  .«en'e  the  econoinie  and  social  well-being 
of  the  Nation. 

Undoubtedly  changes  can  be  made  and  should  be  made  to  correct  some  defi- 
ciencies in  the  tax  system,  to  continue  the  process  of  improving  its  equity,  and 
particularly  to  simplify  this  grievously  complex  law.  To  accomplish  this  end, 
however,  we  need  to  make  calm  and  objective  appraisals  of  available  data  and 
to  weigh  carefully  the  alternatives  and  the  practical  consequences  of  possible 
revisions.  On  a  matter  so  vital  we  cannot  afford  to  fall  prey  to  political  promises 
and  rhetoric  uttered  in  the  heat  of  a  campaign  year. 

Three  months  after  taking  office,  the  President  sent  to  Congress  in  1969  wide- 
ranging  tax  reform  proposals.  Almost  the  entire  year  1969  was  spent  in  public 
hearings,  executive  sessions,  debates,  and  drafting  on  the  Tax  Reform  Act  of 
1969.  On  December  30,  1969,  the  President  signed  the  bill  into  law.  As  the  con- 
gressional committee  reports  stated,  there  was  "no  prior  tax  reform  bill  of 
eciual  substantive  scope." 

Another  major  tax  bill,  the  Revenue  Act  of  1971,  was  signe<l  into  law  last 
December  10.  In  addition  to  restoring  the  job  development  investment  credit 
and  affirming  with  some  modifications  the  asset  depreciation  range  (ADR) 
system  established  in  Treasury  regulations  earlier  in  the  yeair,  the  bill  made  im- 
portant individual  income  tax  and  excise  tax  reductions. 

Effect  of  extensive  1969-1971  tax  changes 

A  charge  has  recently  been  made  that  the  changes  in  the  tax  laws  and  regula- 
tions since  the  beginning  of  1969  have  favored  corporations  to  the  disadvantage 
of  individuals.  This  is  not  so.  Treasury  estimates  .show  that  the  tax  reform 
and  relief  provisions  of  the  1969  act,  the  ADR  regulations,  and  the  1971  act  in 
combination  have  had  the  following  effect : 

For  the  Jf  calendar  ycarf^  1969-1972  they  will  have  increased  corporate  income 
taxes  by  an  aggregate  of  $4.9  billion :  decreased  individual  income  taxes  by  an 
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aggregate  of  $1S.!)  billion;  and  decreased  excise  taxes  on  automobiles  and  tele- 
phones, mostly  affecting  individuals,  by  $3.r>  billion. 

For  the  current  cdlcndar  near  1912  they  will  have  decreased  corporate  income 
taxes  by  $0.4  billion:  decreased  individual  income  taxes  by  $12  billion;  and 
decreased  exci.se  taxes  by  ,$2.(!  billion. 

For  the  12-iicar  spoji  from  1909  throiif/Ii  1980,  assuming  economic  growth,  they 
will  have  decreased  corporate  income  taxes  by  an  aggregate  of  $S.l  billion,  an 
average  of  .$0.7  itillion  a  year;  decrea.'^ed  individual  income  taxes  by  an  aggregate 
of  .$1-^0.7  billion,  an  average  of  about  $11.7  liillion  a  year;  and  decreased  excise 
taxes  by  $10.7  billion,  an  average  of  about  $1.(>  billion  a  year. 

Thus  it  cannot  proi)erly  be  said  that  the  benefits  of  the  1960-1071  changes  have 
favored  corporations  as  against  individuals.  Substantially  all  the  reductions 
have  gone  to  individuals. 

I  think  it  interesting  to  observe  that  the  general  reductions  in  the  individual 
income  tax  levels  made  periodically  in  the  past  decade  (1964.  1060.  and  1071) 
have  had  the  overall  effect  of  keeping  the  effective  Federal  individual  income 
tax  level  at  about  10.6  percent  of  total  adjusted  personal  income,  roughly  the 
level  which  it  has  averaged  for  the  past  ir>  yeai's.  (It  has  varied  from  a  low 
of  10  percent  in  1065  to  a  high  of  11.6  percent  in  1960.  averaging  just  below 
10.0  percent).  Had  these  reductions  not  been  made  the  effective  income  tax  rate 
would  today  have  ri.sen  to  14.7  percent  of  total  i)er.sonal  income,  almost  a  third 
higher  than  had  previou.sly  existed.  This  would  have  occuri'ed  because  of  the 
operation  of  our  progressive  income  tax  structure  on  the  increasing  pensonal 
incomes  that  have  resulted  from  inflation  and  rising  standards  of  living  and 
education.  The  tax  reductions  have  counterbalanced  these  factors,  leaving  the 
net  effective  rate  roughly  the  same. 

In  considering  the  fairness  of  the  changes  made  since  the  beginning  of  1969 
it  is  particularly  important  to  note  how  the  individual  income  tax  reductions 
they  produced  have  been  distributed  among  the  different  income  classes.  This 
is  shown  in  the  table  below  : 

Effect  on  -individual  income  tax  liability  of   Tax   Reform   Act   of   1969,   ADR   and 
the  Revenue  Act  of  1971 — full-year  effect  at  calendar  year  1971  levels  of  income 

Tax  under         Tax  under     Changeunder  1972  law  from  1968 
Adjusted  gross  income  class  1968  law '  1972  law  law 


%milliona  Percent 

0-$3,000 1,469                        265  -1,204  -82.0 

$3,000-$.5,000_ 3,488                     1,995  -1,493  -42.8 

$5,000-$7,000 5,543                    4,025  -1,518  -27.4 

$7,00a-$10,000- 12,263  10,112  -2,151  -17.5 

$10,00O-$l  5,000 22,065  19,202  -2,863  -13.0 

$15,00O-$20,000 15,287  13,891  -1,396  -9.1 

$20,000-$50,000 _ 19,375  18,377  -998  -5.2 

$50.000-$100,000. 7,344                    7,217  -127  -1.7 

$100,000  and  over 7,131                    7,658  +527  +7.4 


Total 93,965  82,743  -11,222  -11.9 

'  Excluding  surcharge. 

Note.— Figures  are  rounded  and  will  not  necessarily  add  to  totals. 

Taking  into  account  all  the  changes  for  these  3  years,  we  find  from  this  table 
that  the  income  tax  burden  has  been  reduced  in  all  of  the  income  classes  below 
the  level  of  $100,000.  The  greatest  percentage  reduction  of  tax  liability  is  82 
percent  in  the  zero  to  $3,000  incouie  class  ;  and  taxes  have  been  reduced  in  gradu- 
ally decreasing  percentages  in  each  higher  income  class  to  the  $r)0,000  to 
$100,000  income  level,  where  the  reduction  is  only  1.7  percent. 

Bui-  the  1060-1071  chiinges  have  increased  the  tax  liabilitv  of  the  income  class 
above  $100,()()0  by  7.4  percent. 

Thus  in  the.'~;e  3  years  from  1060  to  date  the  greatest  percentage  reductions 
have  been  made  in  the  low-income  groups,  substantial  reductions  have  been  made 
in  the  middle-income  groups,  and  yet  significant  incn-ases  have  been  made  in  the 
income  levels  above  $100,000.  These  results  reflect  nuijor  achievements  in  eliminat- 
ing previous  ine(iuities  and  producing  a  fairer  system. 
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The  large  decreases  in  tax  on  the  low-income  groups  occurred  primarily  because 
of  the  President's  1969  recommendation  to  Congress  of  the  low-income  allow- 
ance to  remove  from  the  Federal  income  tax  rolls  substantially  all  persons  below 
the  poverty  levels.  This  principle  was  adopted  and  has  been  followed  and 
updated  in  the  1971  act.  Thus  for  1972  and  subsequent  years  single  persons 
earning  less  than  $2,050  will  pay  no  Federal  income  tax  nor  will  a  family  of  four 
pay  tax  if  it  earns  less  than  $4,300.  I  think  this  principle  is  a  major  step  forward 
in  achieving  equity  in  the  Federal  income  tax  structure. 

Persons  with  high  adjusted  gross  income 

Much  has  been  said  recently  about  the  fact  that  about  100  individuals  in  the 
United  States  in  1970  had  "adjusted  gross  incomes"  above  $200,000  without 
paying  any  tax.  Some  have  argued  that  this  handful  of  cases  shows  that  the 
system  is  unfair  and  that  the  rich  do  not  pay  taxes.  I  shall  talk  further  about 
those  few  cases  in  a  moment. 

But  I  do  not  think  we  should  let  that  small  group  of  individuals  obscure  the 
fact  that,  according  to  our  preliminary  data,  there  were  in  1970  a  total  of  some 
15,300  persons  in  the  country  with  adjusted  gross  incomes  above  $200,000,  and 
that  some  15,200  of  them  paid  an  average  Federal  individual  income  tax  of 
$177,000  each — a  total  of  some  $2.7  billion.  This  is  an  effective  rate  of  44.1 
percent  of  their  adjusted  gross  income  and  59.5  percent  of  their  taxable  income. 

From  this  it  is  perfectly  clear  that  in  general  the  rich  are  paying  Federal  in- 
come taxes  in  large  amounts.  And  they  are  paying  more  than  they  were  in  1968 
while  other  taxpayers  are  paying  less. 

Let  me  now  refer  to  the  cases  of  the  few  nontaxable  persons  with  adjusted 
gross  income  above  $200,000.  The  statistical  data  now  shows  that  there  were  106 
such  persons.  The  number  of  these  nontaxable  persons  was  down  from  300  in  1969. 
The  adjusted  gross  income  on  these  106  returns  was  less  than  17  percent  of  that 
on  the  300  returns  in  1969. 

We  have  now  done  some  further  analysis  of  these  returns  and  have  classified 
them  according  to  the  five  principal  causes  of  nontaxability  :  Foreign  tax  credit, 
deductions  for  taxes  paid,  deductions  for  charitable  contributions,  deductions  for 
interest  payments,  and  miscellaneous  deductions. 

As  to  the  seven  cases  in  which  nontaxability  was  due  primarily  to  the  foreign 
tax  credit,  it  is  interesting  to  note  that  these  seven  taxpayers  paid  income  tax  to 
foreign  countries  of  about  $1.5  million,  an  average  of  more  than  $200,000  tax 
per  taxpayer.  This  represented  an  effective  foreign  income  tax  rate  of  62  iiercent 
of  their  adju.sted  gross  income  and  70  percent  of  their  taxable  income.  It  is  clear 
that  while  these  individuals  were  not  required  to  pay  U.S.  income  tax,  they 
were  subjected  to  heavy  income  taxes  abroad. 

Another  group  of  12  individuals,  whose  adjusted  gross  income  aggregated  $4.1 
million,  paid  no  1970  Federal  income  tax  because  their  deductions  for  State  and 
local  taxes  exceeded  $4.1  million.  Sub.stantially  all  the.se  deductions  were  for 
State  income  taxes.  A  review  of  these  returns  sugge.sted  that  these  individuals 
had  large  amounts  of  nonrecurring  income  in  1969  on  which  they  paid  substan- 
tial State  income  taxes  in  the  spring  of  1970,  which  were  deductible  on  their 
1970  Federal  income  tax  returns.  To  check  out  this  hypothesis  we  have  now  ob- 
tained data  as  to  the  1969  Federal  income  tax  returns  of  11  of  these  12  individ- 
uals and  have  found  that  the  11  persons  paid  1969  Federal  income  tax  totalling 
about  $18  million,  an  average  of  moi-e  than  $1.6  million  of  tax  per  individual.  The 
fact  that  they  paid  no  Federal  tax  for  1970  after  paying  huge  taxes  for  1969  is 
simply  a  result  of  the  cash  basis  of  accounting  which  is  used  by  most  individuals, 
and  the  fact  that  the  State  taxes  on  their  large  1969  income  were  paid  in  the 
spring  of  1970.  To  change  the  tax  laws  to  overcome  this  result  for  these  dozen 
individuals  would  produce  undue  complexities  and  require  additional  expense  for 
many  thousands  or  millions  of  other  taxpayers.  This  would  not  be  worth  the 
effort.  No  tax  system  can  achieve  perfection,  certainly  not  without  incredible  com- 
plexities and  expense. 

Another  12  cases  involved  individuals  with  adjusted  grosis  income  of  $8.5  mil- 
lion whose  principal  deductions  consisted  of  charitable  contributions  aggregating 
$4.2  million.  The  1969  act  terminated  the  ■•unlimited  charitable  contribution  de- 
duction" provision  of  prior  law  and  set  the  contribution  deduction  limit  at  50 
percent  of  adjusted  gross  income.  It  was  recognized  that  if  charitably  inclined 
individuals  can  deduct  their  contributions  up  to  one-half  of  their  adju.sted  gross 
income,  there  will  necessarily  be  a  few  cases  in  which  other  deductions  for  in- 
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terest,  taxes,  medical  expense,  etc.,  will  exceed  the  other  half  of  adjusted  gross 
income  and  result  in  nontaxability. 

In  55  of  the  cases  interest  paid  was  the  principal  deduction,  aggregating  $17.3 
million.  But  in  these  returns  dividends  and  interest  received  aggregated  .$16.5 
million.  In  general,  when  interest  is  paid  to  borrow  money  neetled  to  make  in- 
vestments on  which  dividends  and  interest  income  is  received,  the  interest  paid 
should  be  chargetl  against  the  interest  and  dividends  received  and  only  the  net 
profit  should  be  reflected  in  adjusted  gross  income.  If  a  man  i)ays  interest  in  his 
business,  only  the  net  profit  goes  into  adjusted  gross  income.  But  for  simplicity 
sake,  the  tax  law  for  many  years  has  said  that  where  this  occurs  in  an  investment 
situation  the  gross  dividend  and  interest  income  is  reflected  in  his  adjusted  gross 
income — and  makes  him  appear  on  the  surface  to  be  in  a  high  income  category- — 
while  the  offsetting  interest  expense  that  he  incurs  is  classed  as  a  i)ersonal  de- 
duction along  with  taxes,  charitable  contributions,  casualty  losses,  alimony,  etc. 
Possibly  we  should  change  the  definition  of  adjusted  gro.>--s  income  so  that  net  in- 
vestment income  is  treated  like  net  business  income. 

There  are,  however,  .some  cases  in  this  group  in  which  the  interest  paid  ex- 
ceeds the  investment  income  by  substantial  amounts.  In  these  cases  as  well  as 
some  others  there  are  indications  that  the  minimum  tax  may  be  due  for  1970  and 
may  be  asse.s-sed  on  audit.  For  1072  and  subsequent  years,  investment  interest 
paid  that  exceeds  by  more  than  .$25,000  the  taxpayer's  investment  income  may  be 
di-sallowed  as  a  deduction  under  the  1069  Tax  Reform  Act. 

The  final  category  consists  of  20  ca.ses  in  which  the  principal  deduction  was 
miscellaneous  deductions,  aggregating  .$10.5  million.  Of  this  total,  more  than  $5.5 
million  represents  items  described  in  the  returns  generally  as  loss  of  securities 
pledged  to  secure  loans,  losses  on  guarantees  of  loans,  and  payments  in  settle- 
ment of  litigation.  Another  .$2.2  million  of  mi.«icellaneous  deductions  represents  an 
aggregate  of  accounting,  bookkeeping  and  professional  fees,  and  inve.stment 
counsel  and  management  fees.  If  these  items  are  properly  deductible — and  this 
can  only  be  determined  after  audit — it  is  because  they  represent  expenses  of 
earning  business  or  investment  income  and  may  indicate  that  we  should  change 
the  definition  of  adjusted  gross  income  to  drop  these  people  out  of  the  high  in- 
come category. 

To  illustrate,  consider  one  of  the  returns  that  reix)rted  as  the  only  income 
more  than  $400,000  of  gambling  gains  and  reported  an  e<iual  amount  as  gambling 
losses  under  miscellaneous  deductions,  for  a  net  income  of  zero.  This  return,  too. 
will  be  audited ;  but  if  the  return  stands  up  iinder  audit,  we  might  consider  levy- 
ing an  amusement  tax,  but  the  income  tax  is  supposed  to  apply  only  to  the 
successful  gamblers. 

Xow  I  do  not  mean  to  imply  from  this  review  of  the  106  cases  that  there  is 
not  a  constant  need  for  vigilance  and  improvement  in  the  tax  laws.  Most  as- 
suredly there  is  a  definite  need.  I  mean  only  to  indicate  that  there  is  relatively 
little  guidance  to  be  gained  from  these  particular  returns  in  relation  to  major 
is.sues  of  tax  policy,  and  the  attention  that  has  been  devoted  to  them  is  unwar- 
ranted and  unwise. 

Revenue  and  other  effects  of  recent  proposals 

There  have  been  a  nimiber  of  propasals  and  bills  introduced  in  the  Congress 
to  change  the  tax  laws.  Some  of  the.se  deserve  serious  consideration.  But  many 
of  them  have  been  advanced  with  claims  that  by  closing  so-called  ••looi>holes" 
in  the  tax  law  we  can  immediately  raise  vast  sums  of  additional  revenue.  These 
claims,  I  submit,  are  quite  exaggerated.  Moreover,  in  lUiiny  instances  sudden 
tax  changes  made  without  substitution  of  other  i)rograms  would  damage  the 
economy  and  endanger  important  social  goals. 

I.,et  me  illustrate.  One  of  the  proijosals  made  in  a  numl>er  of  the  bilLs  recently 
introduced  in  the  Congre.^-s  is  to  tax  cai>ital  gains  at  death.  It  has  been  a.s,serted 
that  this  will  raise  in  the  first  year  some  $2  to  .$.3  billion  in  revenue  and  that 
this  wa.s  recommended  in  106S  by  the  then  Treasury  staff.  While  the  previous 
staff  headetl  by  my  distinguished  predecessor.  Stanley  Surrey,  did  recommend 
taxing  capital  gains  at  death,  it  also  recommended  (as  do  most  of  the  pending 
bills)  that  only  the  gain.s  accruing  after  the  enactment  of  the  new  law  would 
1k'  taxed.  As  a  result  there  would  be  relatively  little  revenue  effect  for  some 
years  to  come. 

Moreover,  the  previous  Treasury  staff  proiKxsals  recommended  that  the  revenue 
gains  in  future  years  from  taxing  capital  gains  at  death  be  used  to  reduce  the 
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burden  of  the  estate  tax  so  that  the  total  tax  burden  on  persons  dying  would 
not  be  Increased  but  would  be  reallocated  among  them.  All  of  this  requires 
careful  thought  and  attention  and  a  balanced  program.  In  any  event,  it  is  not 
likely  to  produce  significant  short-term  revenue  yields. 

Consider  the  proposals  made  in  siome  of  the  bills  with  respect  to  the  taxation 
of  interest  on  State  and  local  obligations.  One  of  these  bills  would  ijermit  State 
and  local  governments  at  their  option  to  issue  taxable  secxirities,  with  some 
amount — ranging  from  25  i>ereent  to  50  percent  of  the  interest  payments — to  be 
reimbursed  to  the  States  by  the  Federal  Government.  There  may  well  be  merit 
in  this  proposal  and  indeed  a  form  of  this  proposal  was  contained  in  the  1960 
House  bill,  but  it  is  clear  that  it  will  not  raise  any  net  revenue  for  the  Federal 
Government  in  the  short  term  at  least  since  it  would  only  apply  to  future  issues. 
Moreover,  any  proposal  would  inevitably  require  an  alternative  subsidy  which 
also  would  prevent  any  substantial  net  revenue  gain. 

On  the  same  subject,  many  of  the  proposed  revisions  of  the  minimum  tax 
would  include  in  the  list  of  preferences  subject  to  that  tax  intere.st  on  State 
and  local  bonds.  The  Congress  concluded  in  1969  that  this  should  not  be  done, 
and  my  impression  was  that  this  was  a  very  firm  conclusion.  But  even  if  it  were 
done  it  is  unlikely  that  such  a  rule  would  be  applied  to  existing  obligations,  and 
the  shortrun  revenue  yield  from  including  interest  on  future  obligations  under 
a  minimum  tax  would  be  negligible. 

Again  there  are  various  proposals  to  limit  the  tax  benefits  accorded  to  real 
estate  investments.  In  1969,  we  cut  back  extensively  on  these  benefits  to  the 
extent  of  almost  $1  billion  in  estimated  longrun  annual  revenue  yield,  but  we 
exempted  from  the  new  restrictions  investments  in  housing.  The  housing  excep- 
tion was  made  because  the  Housing  Act  of  1968.  which  set  as  a  goal  the  produc- 
tion of  some  21^  million  housing  units  a  year,  was  built  ai'ound  the  then  existing 
income  tax  incentives  for  housing  construction.  We  have  recently  exceeded  the 
21/^  million-housing  unit  goal  for  the  first  time  in  history,  and  it  is  a  bright  spot 
in  the  current  economic  recovery. 

Granted  that  there  are  problems  with  respect  to  the  tax  treatment  of  housing, 
it  would  be  unwise  at  this  point  to  remove  these  tax  incentives  without  having 
a  new  governmental  program  as  a  substitute.  If  changes  are  to  be  made,  they 
require  a  careful  evaluation  of  the  effect  of  the  1969  Tax  Refonn  Act  in  the 
nonhousing  field  and  the  development  of  carefully  designed  substitute  housing 
programs.  These  are  difficult  and  time-consuming  matters. 

There  are  further  tax  proposals  to  collect  additional  revenue  by  repealing  the 
recently  appi'oved  asset  depreciation  range  system  and/or  the  job  development 
investment  credit.  We  have  just  been  through  a  long  period  of  analysis  and 
debate  on  both  ADR  and  the  investment  credit,  and  both  were  approved  by  the 
Congress. 

Before  these  depreciation  and  investment  credit  changes  were  made  in  1971, 
our  Treasury  estimates  showed  that  our  income  tax  laws  made  the  capital  cost 
of  business  equipment  higher  than  that  of  any  other  major  industrialized  nation 
in  the  Western  World.  The  1971  changes  restored  American  business  in  this 
regard  to  a  position  somewhat  more  favorable  than  Canada,  France,  and  the 
Netherlands,  but  still  behind  West  Germany,  Japan,  the  United  Kingdom  and 
others  of  our  principal  competitors  in  the  world  markets. 

Moreover,  a  recent  Department  of  Commerce  SEC  survey  showed  a  very  en- 
couraging IQi/^ -percent  rise  in  business  expenditures  for  plant  and  equipment 
for  1972  over  1971.  An  even  more  recent  McGraw-Hill  survey  just  released  shows 
a  14-percent  rise.  These  are  most  encouraging  developments — another  strong  force 
in  the  economic  recovery — and  I  think  it  is  far  too  early  to  consider  changing  this 
successful  policy  agreed  upon  only  last  year  after  so  much  careful  deliberation. 

There  are  the  usual  round  of  proposals  to  reduce  the  tax  incentives  with  respect 
to  oil  and  ga.s.  After  a  long  .series  of  debates  in  1969,  the  Tax  Reform  Act  increased 
the  taxes  on  the  oil  and  gas  industry  by  more  than  .$600  million.  AVith  the  energy 
shortage  that  is  facing  us  and  the  dire  need  for  a  coordinated  energy  policy,  we 
should  be  sure  that  we  move  cautiously  and  intelligently  with  a  coordinated 
energy  resource  program. 

Among  the  proposals  for  a  quick  increase  in  revenue  yield  is  to  change  the 
minimum  tax  in  various  ways.  One  of  the  major  minimum  tax  proposals  is  to 
eliminate  the  deduction  for  the  regular  income  tax  paid  by  the  taxpayer  in 
computing  the  amount  subject  to  minimum  tax.  If  the  deduction  for  the  regular 
income  tax  were  eliminated,  the  minimum  tax  would  simply  be  a  tax  on  items 
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of  preference  income,  regardless  of  the  amount  of  regular  incoime  tax  which  the 
taxi)ayer  is  paying:  on  liis  noni>reference  income.  Neither  the  liXW  Treasury  staff 
pr(JiJosals  for  a  minimum  tax.  nor  our  IDGl)  proposal  for  a  limit  on  tax  preferences 
(LTP)  nor  the  current  minimum  tax  law  would  apply  when  the  taxpayer  has 
a  relatively  .small  proportion  of  tax  preferences  in  relation  to  his  total  income. 

To  convert  the  minimum  tax  into  a  direct  income  tax  on  i)reference  income 
without  regard  to  nonpreference  income  would  simply  reduce  the  effect  of  tax 
incentives  that  the  Congress  has  introduced  in  various  parts  of  the  tax  law  for 
purposes  that  it  has  deemed  desirable.  If  those  iiurposes  are  not  desirable  or  the 
incentives  are  too  great,  they  should  lie  moditied  or  eliminated,  but  there  is  no 
point  in  merely  whittling  them  down  by  a  complex  .separate  tax  on  the  allowed 
preferences.  The  point  of  the  19(>9  law  and  both  .sets  of  Treasury  iiropo.sals  was 
to  impose  an  additional  tax  liurden  only  when  a  taxiiayer  had  .so  concentrated 
on  taking  advantage  of  the  preferences  that  he  was  sheltering  too  high  a  pro- 
portion of  his  income.  I  w'ould  hope,  therefore,  that  before  any  such  transforma- 
tion of  the  minimum  tax  would  be  made  it  would  lie  given  thorough  considera- 
tion. The  issues  are  far  too  important  for  hasty  action. 

I  believe  the.se  illustrations  show  that  the  claims  that  vast  sums  of  immediate 
revenue  can  be  raised  from  "loophole"  closing  are  vastly  exaggerated.  Moreover, 
it  shows,  I  believe,  that  in  each  important  area  there  are  serious  lu'oblems  that 
require  calm,  deliberative  reflection  and  that  in  many  instances,  such  as  housing, 
extensive  consideration  would  have  to  be  given  to  sui)stitute  programs  that  in 
themselves  would  involve  .serious  questions  of  equity  and  practicality.  This  was 
the  lesson  we  learned  in  the  lengthy  stud.v  and  debate  that  occurred  in  the  de- 
velojiment  and  passage  of  the  Tax  Reform  Act  of  1969.  It  is  a  lesson  that  I  think 
stands  us  in  good  stead  today. 

There  is  one  other  lesson  from  the  1969  act  that  I  learned  and  I  am  sure  you 
experts  in  the  tax  field,  as  well  as  the  taxpaying  public,  will  appreciate.  That 
lesson  is  that  we  are  in  desperate  need  of  simplifying  the  Federal  income  tax  law. 
I  hope  we  can  bend  every  effort  toward  that  goal  of  simplification  and  eliminate 
attenuated  distinctions  and  intricacies  that  confu.se  us  all. 

Regulations  under  the  1969  act 

It  is  with  great  pleasure  that  I  report  to  you  today  that  we  have  substantially 
comi)leted  the  job  of  drafting  and  publishing  in  proposed  form  for  comment  the 
extensive  regulations  under  the  Tax  Reform  Act  of  1969.  We  had  divided  the 
regulations  work  under  the  19G9  act  into  179  different  projects.  We  have  made  an 
intensive  drive  to  finish  this  work,  realizing  the  importance  to  the  public  of 
knowing  the  positions  the  Treasury  proposes  to  take  on  the  many  important 
questions  of  interpretation  that  are  involved. 

We  have  now  published  or  sent  to  the  Federal  Register  for  publication  .shortly 
all  l)Ut  eight  of  the.se  proposed  regulations.  Of  the  remaining  eight  some  had  Iteen 
deferred  tenii)orarily  because  they  will  not  have  practical  effect  until  a  future 
date  (such  as  the  tax  on  excess  business  holdings  of  private  foundations)  ;  some 
are  being  withheld  from  publication  until  other  related  proposed  regulations  have 
been  finalized  (such  as  the  disallowance  of  deductions  for  exce.ss  investment 
interest,  which  depends  upon  interpretations  prcvposed  under  the  minimum  tax)  ; 
and  some  are  procedural  or  of  limited  application. 

The  only  two  regulations  still  to  be  proposed  that  I  think  will  be  of  general 
interest  are  those  relating  to  so-called  arliitrage  Ixmds  issued  by  State  and  local 
governments  and  those  under  the  new  section  8S5  that  would  establish  guide- 
lines for  distinguishing  indebtedness  from  stock.  The  arbitrage  bond  regulations 
have  reached  their  final  stages,  but  we  have  held  up  publication  until  we  have 
had  opportunity  to  confer  further  with  representatives  of  State  and  local  govern- 
ments about  some  of  the  problems  that  are  involved. 

As  to  the  regulations  regarding  the  distinctions  lietween  indebtedness  and 
stock,  we  have  devoted  considerable  time  and  discussion  to  this  difticult  subject. 
But  as  you  all  know,  we  have  gone  almost  (!()  years  without  significant  regula- 
tions in"  this  area,  and  nuich  as  I  would  like  to  .see  that  project  brought  to  a 
conclusion,  we  have  thought  that  other  pressing  matt(M-s  deserve  a  higher  priority. 

It  is  difficult  to  appreciate  the  several  hundred  tiiousand  man-hours  of  time 
devoted  by  talented  and  dedicated  men  and  women  in  the  Government  service 
that  have  been  re(piired  to  analyze  the  proi)lenis,  asseniide  the  necessary  informa- 
tion, reach  decisions  on  so  many  difficult  issues,  and  draft  and  review  all  these 
many  regulations.  As  a  rough  guess  I  would  estimate  that  the  proposed  regula- 
tions inider  the  Tax  Reform  Act  of  1969  cover  at  least  S.^OO  typewritten  pages. 
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No  other  country  in  the  world  makes  an  effort  to  publish  extensive  regulations 
of  this  kind.  To  have  accomplished  this  task  under  the  1969  act  within  a  period 
of  2%  years  is  a  record  heretofore  unmatched,  and  I  am  sure  you  will  agree  that 
the  many  persons  on  the  staffs  of  the  Commissioner  and  the  Chief  Counsel  of 
the  Internal  Revenue  Service  and  of  the  Treasury  deser\'e  the  greatest  praise  for 
their  untiring  and  dedicated  work  on  these  projects. 

We  are  anxious  to  press  onward  to  promulgating  in  final  form  all  the  regula- 
tions that  have  been  proposed  for  public  comment.  We  receive  many  helpful 
comments  and  criticism  and  review  all  of  these  before  making  final  decisions.  It 
is  important  that  this  process  go  forward  to  provide  answers  to  the  taxpaying 
public  as  soon  as  possible. 

We  must  also  proceed  with  regulations  under  the  Revenue  Act  of  1971,  which 
the  President  signed  into  law  on  December  10,  1971.  We  have  already  issued  pro- 
posed regulations  under  the  job  development  investment  credit  and  the  asset 
depreciation  range  amendments  made  by  the  1971  act,  pul)lished  an  extensive 
pamphlet  regarding  the  new  Domestic  International  Sales  Corporation  (DISC), 
and  issued  guidelines  under  the  new  provision  for  deduction  or  credit  for  politi- 
cal contributions.  But  there  ai'e  numerous  other  provisions  under  the  1971  act, 
such  as  the  deduction  for  expenses  of  working  mothers,  for  which  regulations 
must  be  provided. 

Statistical  data  re  effect  of  1969  act 

It  is  also  of  great  importance  to  obtain  statistical  data  upon  which  to  base 
judgments  as  to  the  effects  which  have  flowed  from  the  many  tax  reform  provi- 
sions of  the  1969  act.  Most  of  the  1969  act  reforms  became  effective  as  of  Janu- 
ary 1,  1970,  although  some  of  them  go  into  effect  gradually  over  a  period  of  years. 
Thus  the  1970  income  tax  returns  provide  the  first  statistical  information  that 
we  can  obtain  about  the  practical  effect  of  the  1969  reforms. 

With  respect  to  individual  returns,  this  statistical  data  is  obtained  from  trans- 
cripts made  of  a  large  sample  of  the  approximately  75  million  individual  income 
tax  returns.  The  data  from  the  transcripts  is  then  fed  into  a  computer,  and  the 
first  preliminary  runs  from  the  computer  became  available  toward  the  end  of 
last  November.  We  now  anticipate  that  the  complete  statistical  report  on  1970 
individual  returns  will  be  available  by  mid-July  and  that  printed  copies  will  be 
publicly  available  about  2  months  later. 

It  is  also  quite  important  to  obtain  statistical  data  regarding  the  effect  of  the 
1969  act  on  corporations.  Because  of  the  time  required  to  prepare  the  voluminous 
returns  of  major  corporations,  most  of  them  file  estimated  returns  on  March  15 
and  obtain  extensions  of  time  to  September  15  for  filing  their  final  detailed 
returns.  Hence  the  process  of  extracting  the  statistical  data  from  1970  calendar 
year  corporation  returns  could  not  start  until  after  September  15,  1971.  and  it 
is  a  much  more  complex  task  than  is  involved  for  individual  returns. 

We  expect  the  preliminary  report  from  the  corporate  data  to  become  available 
in  August.  Tables  from  the  final  1970  corporate  report  will  become  available 
beginning  in  October. 

With  all  the  extensive  changes  made  by  the  1969  Tax  Reform  Act,  I  think  we 
should  carefully  review  the  individual  and  corijorate  data  from  the  1970  returns 
before  we  embark  upon  another  round  of  individual  and  cori'orate  tax  reform. 
This  data  shoiild  be  available  in  time  for  action  in  1973,  but  it  will  not  be  avail- 
able in  time  for  action  by  Congress  this  year.  Moreover,  we  should  finish  the 
process  of  finalizing  the  regulations  under  the  1969  act  this  year  in  order  that 
necessary  and  desirable  legislative  changes  can  be  made  intelligently. 

A  new  tax  reform  proposal 

I  thought  I  should  tell  you  today  about  a  deep-seated  division  of  opinion  within 
the  Treasury,  heretofore  unrevealed,  regarding  an  important  tax  reform  proposal. 
I  had  ordered  that  there  be  no  internal  memoranda  written  about  it  that  might 
be  leaked  or  subpoenaed,  and  until  now  the  entire  subject  has  been  dealt  with 
by  magnetic  tapes  that  self-destnict. 

For  some  time  I  have  been  looking  for  a  simplified,  equitable  tax  revision  pro- 
gram. There  is  considerable  research  to  indicate  that,  in  general,  tall  people  have 
a  great  economic  advantage  over  short  people  and  are  far  more  successful  as 
leaders  in  the  business  and  political  world.  I  have  maintained,  therefore,  that  the 
tax  law  should  provide  compensation  for  the  inequities  thrust  upon  the  short 
people  of  the  world. 
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I  would  draw  the  line  at  a  height  of  5  feet  6  inches  and  provide  half  rates  of 
tax  for  those  below  that  level  and  the  regular  rates  for  those  above.  Because 
of  the  notch  problem  that  might  be  involved  at  the  dividing  line,  I  would  be 
willing  to  consider  a  sliding  scale  between  5  feet  G  inches  and  (J  feet. 

This  proposal  is  easily  administered  by  an  objective  standard  and  provides  in 
my  judgment  a  high  degree  of  e(iuity  and  fairness  in  the  tax  structure.  I  must 
confess,  however,  that  all  those  over  5  feet  6  inches  in  the  Treasury — and  this 
represents  a  high  percentage  of  the  male  personnel — are  opposed  to  my  proposal. 
My  research,  however,  discloses  that  most  of  the  ladies  in  the  Treasury  will 
qualify  and  strongly  support  the  proposal. 

Because  of  this  division  I  have  become  a  charter  member  of  an  organization 
to  sponsor  the  proposal.  It  will  probably  be  known  as  the  Association  of  Short 
People — or  ASP's.  The  motto  will  be  "Ad  Astra  per  ASPera." 

We  expect  that  there  will  be  immediately  created  a  competing  organization 
to  be  known  as  the  Association  of  Long  People — or  ALP's.  But  standing  firmly 
on  our  platform  we  expect  to  look  the  ALP's  right  in  the  eye. 

To  administer  this  system  the  ASP's  are  advocating  the  restoration  of  the  old 
form  1040-A  so  that  we  can  once  again  have  the  short  form  and  the  long  form 
tax  return. 

I  have  been  asked  what  I  would  do  about  a  joint  return  of  a  tall  husband  and 
a  short  wife  (or  the  few  vice  versas).  But  I  only  deal  with  tax  policy  and  this 
seems  to  me  an  administrative  matter  that  should  be  easily  handled  by  the  able 
Commissioner  of  Internal  Revenue. 

I  hope  you  will  forgive  me  for  ending  my  discussion  of  this  most  serious  sub- 
ject on  a  note  of  levity.  I  have  tried  to  retain  a  sense  of  humor  and  proportion 
throughout  my  more  than  3  years  in  office.  In  particular,  I  have  tried  to  bear 
constantly  in  mind  the  words  of  the  President  in  his  Inaugural  Address  on  Jan- 
uary 20,  1969,  when  he  advised  us  : 

"To  lower  our  voices  would  be  a  simple  thing. 

*  *  »  *  »  m  t 

"We  cannot  learn  from  one  another  until  we  stop  shouting  at  one  another — 
until  we  speak  quietly  enough  so  that  our  words  can  be  heard  as  well  as  our 
voices." 


Exhibit  48. — Statement  by  Assistant  Secretary  Cohen,  May  1,  1972,  before  the 
House  Committee  on  Ways  and  Means  on  the  tax  treatment  of  married 
couples  and  single  persons 

It  is  a  great  pleasure  for  me  to  appear  before  this  committee  today  to  discuss 
with  you  the  tax  treatment  of  married  couples  and  single  persons. 

The  fairness  of  the  relative  tax  burdens  of  single  persons  and  married  couples 
has  been  questioned  since  the  early  days  of  the  income  tax.  In  1948,  when  married 
couples  were  first  given  the  option  of  income  splitting,  many  thought  the  problem 
had  been  resolved,  but  it  has  continued  to  the  troublesome.  The  current  con- 
troversy involves  a  confrontation  between  two  groups :  Those  who  contend  that 
the  income  splitting  privilege  afforded  to  married  couples  results  in  an  excessive 
tax  burden  on  single  persons ;  and  those  who  contend  that  the  provisions  of 
present  law  create  a  penalty  on  marriage  or  an  incentive  to  "live  together  in 
.sin,"  because  the  tax  burden  on  two  single  per.sons  is  less  than  that  on  a  married 
couple  where  both  spouses  earn  similar  amounts  of  income. 

Thus  single  persons  are  complaining  that  the  present  .system  tuifairly  di.s- 
criminates  against  them  under  certain  circumstances,  and  certain  married  couples 
allege  discrimination  under  other  circmnstances.  As  so  often  occurs  in  matters 
of  this  sort,  there  is  some  merit  in  both  of  these  contentions.  In  some  instances 
married  coui)les  pay  more  than  two  single  persons  and  in  other  instances  the 
reverse  is  true.  The  problem  is  inherent  in  a  progressive  income  tax  and  there 
is  no  easy  solution.  The  question  is  whether  the  present  structure  represents  a 
reasonable  compromise  or  can  be  improved. 

In  effect,  the  iise  of  income  splitting  by  a  married  couple  results  in  a  tax  on 
the  married  couple  as  if  the  couple  consisted  of  two  single  individuals  each 
with  one-half  the  couple's  total  income.  Under  our  progressive  tax  rates  this 
50-50  split  of  income  between  spouses  produces  a  lower  tax  than  any  other 
division  of  income. 

Until  enactment  of  the  Tax  Reform  Act  of  1969,  single  persons  who  did  not 
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qualify  ^s  heads  of  household  generally  paid  higher  taxes  than  married  couples 
with  the  same  aggregate  income.  The  1969  act  significantly  altered  the  relative 
tax  burdens  of  married  couples  and  single  persons  by  lowering  the  tax  rates 
of  single  persons,  adopting  the  low-income  allowance,  and  increasing  the  maxi- 
mum standard  deduction. 

Neither  the  low-income  allowance  nor  the  maximum  standard  deduction  are 
involved  where  taxpayers  itemize  their  personal  deductions,  but  they  sometimes 
have  a  significant  effect  on  this  problem  where  deductions  are  not  itemized. 

The  rate  sehedtile. — From  1948  to  1969  the  primary  cause  of  the  inequity  of 
the  relative  tax  burdens  of  married  couples  and  single  persons  was  the  allowance 
of  full  income  splitting  to  married  couples  and  no  income  splitting  to  single 
persons.  This  produced  a  tax  burden  on  single  persons  quite  heavy  relative  to 
that  of  married  couples  with  the  same  aggregate  amount  of  income ;  at  some 
income  levels  a  single  person's  tax  was  more  than  42  percent  greater  than  the 
tax  paid  by  married  couples  with  the  same  amount  of  taxable  income,  the  peak 
differential  occurring  at  about  $25,000  taxable  income  level.  The  1969  act 
redressed  the  20-year-old  complaint  of  single  persons,  adding  a  new  rate  schedule 
for  single  persons  which  reduced  the  amount  of  tax  of  a  single  person  compared 
to  that  of  a  married  couple  where  one  spouse  earns  income ;  the  new  i*ates  insured 
that  in  no  case  would  a  single  person's  tax  become  more  than  20  percent  greater 
than  the  tax  of  a  married  couple  with  the  same  taxable  income. 

In  1969,  when  the  new  rate  schedule  for  single  persons  was  adopted,  it  was 
recognized  that  this  change  would  result  in  some  cases  in  a  married  couple 
filing  a  joint  return  being  required  to  pay  more  tax  than  two  single  persons 
with  the  same  total  income — the  so-called  marriage  penalty.  This  result  was 
justified  on  the  grounds  that  although  a  married  couple  will  have  greater  living 
expenses  than  one  single  person  and  thus  should  pay  less  taxes,  the  married 
couple's  expenses  are  likely  to  be  less  than  those  of  two  single  persons  so  that 
the  couple  has  an  ability  to  pay  taxes  somewhat  higher  than  that  of  two  single 
persons.  (See  the  "General  Explanation  of  the  Tax  Reform  Act  of  1969"  prepared 
by  the  staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation,  p.  223.) 

Since  the  relative  tax  burdens  of  single  persons  and  married  couples  vary 
depending  uiwn  how  much  of  the  couple's  total  income  is  earned  by  the  husband 
and  how  much  by  the  wife,  it  is  important  to  consider  data  as  to  typical  distribu- 
tions of  earnings  between  spouses.  Table  1  attached  shows  data  as  to  the  dis- 
tribution of  wages  and  salaries  on  joint  returns  in  1969  as  shown  by  the  forms 
W-2  attached  to  the  returns. 

The  data  indicates  that  in  the  case  of  more  than  half  of  all  married  couples 
the  entire  earnings  are  derived  by  one  spouse.  In  nearly  three-fourths  of  the 
cases,  one  spouse  earns  at  least  80  percent  of  the  income.  Thus  for  most  married 
couples  the  advantages  of  income  splitting  are  significant. 

Where  one  spouse  earns  80  percent  or  more  of  the  couple's  earnings  the  tax 
under  the  married  person  tables  is  almost  always  less  than  the  tax  on  two  single 
persons  with  the  same  earnings.  Only  about  20  percent  of  married  couples  have 
an  earnings  split  that  results  in  their  paying  more  tax  than  they  would  pay 
as  single  persons.  This  so-called  "marriage  penalty,"  except  where  it  reflects 
different  standard  deductions,  tends  to  be  less  than  10  percent  of  the  married 
tax  even  where  the  married  couple's  income  is  divided  50-50,  an  uncommon 
occurrence. 

The  Low-Income  Allotvance. — The  second  provision  of  the  1969  act  which 
affected  the  relative  tax  burdens  of  married  couples  and  single  persons  was 
the  low-income  allowance,  proposed  by  the  President  to  assure  that  persons 
or  families  whose  income  did  not  exceed  the  poverty  level  would  no  longer  be 
required  to  pay  any  Federal  income  taxes.  During  the  period  from  1969  to  1972, 
rising  prices  have  increased  the  amoimt  of  income  that  persons  need  in  order 
to  be  above  the  poverty  level.  Hence,  the  Revenue  Act  of  1971  increased  the 
low-income  allowance  to  $1,300  so  that,  in  conjunction  with  the  personal  exemp- 
tion of  $750  per  person,  incomes  approximatiil^  the  1972  poverty  levels  would 
continue  to  be  tax  exempt. 

Two  single  persons  are  each  entitled  to  a  low-income  allowance  of  $1,300  for  a 
total  of  $2,600.  A  married  couple  is  limited  to  the  $1,300  low-income  allowance. 

In  effect,  the  low-income  allowance  represents  a  floor  under  the  15-percent 
standard  deduction ;  it  thus  can  apply  until  the  adjusted  gross  income  exceeds 
$8,667  (15  percent  of  that  amount  equals  $1,300) . 

Table  2  attached  shows  estimated  1972  poverty  levels  and  the  present  levels 
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of  tax-free  income.  Of  course  many  factors,  such  as  geographical  location,  affect 
poverty  levels,  and  an  exact  correlation  of  tax-free  incomes  and  i)overty  levels  is 
not  practical. 

For  example,  so-called  transfer  payments  (such  as  social  security  benefits, 
unemployment  insurance,  and  welfare  payments)  are  treated  as  income  for 
poverty  level  puri)oses  but  not  for  income  tax  purposes.  Nevertheless,  despite  some 
imperfections,  the  low-income  allowance  was  designed  as  a  broad  principle  to 
remove  from  the  tax  rolls  persons  with  incomes  below  the  poverty  levels. 

The  estimated  poverty  level  for  single  persons  assumes  that  single  persons 
maintain  separate  households,  and  the  estimate  for  married  couples  assumes 
husband  and  wife  are  living  together.  To  the  extent  that  the  expenses  of  single 
persons  are  reduced  by  living  together  or  that  the  expenses  of  married  couples 
are  increased  when  the  spouses  are  living  apart,  the  assumptions  underlying  the 
estimates  of  poverty  levels — and  of  the  corresponding  levels  of  tax-free  income — 
are  not  accurate. 

While  exact  figures  are  not  available,  we  have  made  some  rough  estimates 
based  on  census  data  in  an  effort  to  determine  the  percentage  of  single  individuals 
who  maintain  their  own  household.  A  substantial  percentage — perhaps  half — of 
the  persons  who  file  single  returns  live  with  their  parents  or  children,  and  in 
some  cases  may  contribute  little  toward  maintaining  the  households  in  which  they 
live.  Since  the  low-income  allowance  was  designed  to  exempt  from  tax  persons 
whose  income  is  below  the  poverty  level  (with  poverty  levels  estimated  on  the 
assumption  that  single  persons  maintain  their  own  households),  the  amount  of 
relief  afforded  to  these  individuals  might  be  considered  too  great  in  some  cases 
given  the  limited  nature  of  their  living  expenses. 

To  design  tax  rules  for  single  persons  that  would  depend  upon  whether  he  or 
she  was  sharing  a  liousehold  to  some  degree  with  another  i>erson  where  neither 
is  a  dependent  of  the  other  would  be  impractical  and,  I  fear,  sometimes  ludicrous. 
If  desired,  consideration  could  be  given  to  a  rule  that  would  deny  the  low-income 
allowance  to  persons  who  are  claimed  as  dependents  on  the  return  of  another 
person.  The  1971  Revenue  Act  moved  in  this  direction  by  limiting  the  use  of 
the  low-income  allowance  and  the  standard  deduction  to  offset  unearned  income 
of  persons  who  are  claime<l  as  dependents  on  the  return  of  another  person.  But  the 
present  rule  permitting  the  low-income  allowance  to  persons  claimed  as  depend- 
ents on  the  return  of  another  person  is  of  material  benefit  to  students  who  are 
helping  to  earn  part  of  their  education  costs,  and  this  seems  to  be  a  desirable 
result. 

Of  the  remaining  persons  who  file  single  returns,  i.e.,  those  not  living  with 
their  parents  or  child,  our  best  estimate  is  that  about  three-fourths  of  these  per- 
sons maintain  their  own  hotiseholds.  These  figures  suggest  that  for  this  group  of 
single  persons  the  assumptions  underlying  the  low-income  allowance  and  the 
new  rates  for  single  persons  provided  by  the  1969  act  are  generally  accurate. 

Maximum  standard  deduction. — Finally,  the  1969  Tax  Reform  Act  changed 
the  relative  tax  burdens  of  single  persons  and  married  couples  in  some  cases  by 
increasing  the  maximum  standard  deduction  from  $1,000  to  $2,000.  The  $2,000  ceil- 
ing on  the  15-percent  standard  deduction  applies  equally  to  married  couples  and  to 
single  persons.  In  effect,  the  ceiling  applies  only  if  (1)  the  persons  do  not  itemize 
deductions  and  (2)  their  adjusted  gross  income  in  their  tax  return  exceeds 
$13,333  (15  percent  of  that  amount  equals  $2,000).  Two  single  persons  are  each 
entitled  to  a  standard  deduction  of  up  to  $2,000  for  a  total  of  $4,000,  but  a  mar- 
ried couple  is  limited  to  $2,000  of  standard  deduction. 

Unlike  the  low-income  allowance,  the  ceiling  on  the  amount  of  the  standard 
deduction  was  not  based  upon  extrinsic  evidence  but  was  arrived  at  in  part 
because  of  revenue  considerations  and  in  part  because  at  an  income  level  above 
$13,333  the  need  for  simplification  that  is  served  by  the  standard  deduction  was 
not  believed  to  be  as  great  as  in  the  case  of  the  large  number  of  persons  with 
lower  incomes. 

Our  analysis  indicates  that  the^dditional  $2,000  of  deductions  available  to  two 
single  persons  claiming  the  maximum  standard  deduction  can  be  a  significant 
factor  contributing  to  an  increased  tax  for  marri<Hl  persons  over  single  persons 
with  income  above  $13,333  if  they  do  not  itemize  deductions.  (The  significance  of 
this  factor  can  be  .seen  by  comparing  charts  1  and  2  ;uid  their  accompanying 
tables,  tables  3  and  4.  attached  to  this  statement.) 

Cimsideration  might  well  be  given  to  changing  the  maximum  standard  dinluc- 
tion  as  between  single  and  married  persons.  The  revenue  effects  of  sucli  a  decision 
can  be  .significant.  If  the  maximiuu  standard  deduciion  for  single  persons  were 
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reduced  from  $2,000  to  $1,300,  about  $140  million  of  revenue  would  be  gained.  If 
the  ceiling  for  married  persons  were  increased  from  $2,000  to  $4,000,  $1  billion 
of  revenue  would  be  lost ;  increasing  the  maximum  standard  deduction  to  $3,000 
for  married  couples  would  cost  about  $770  million. 

There  can  be  no  question  that  the  present  system  does  not  provide  perfect 
results  in  every  instance,  but  the  inequities  generally  arise  from  atypical  living 
conditions ;  for  example,  where  two  single  people  live  together  or  because  of  a 
particular  division  of  income  between  husband  and  wife.  Tax  laws  cannot  be 
written  which  will  apply  to  a  nation  of  200  million  persons  and  provide  precise 
equity  in  all  cases.  And,  as  I  noted  earlier,  we  cannot  devise  rules  which  demand 
varying  tax  burdens  depending  upon  the  type  of  household  in  which  a  single 
person  lives.  The  Internal  Revenue  Service  does  not  have  the  personnel  to  make 
such  inquiries  nor  is  this  the  sort  of  inquiry  which  would  be  appropriate  for  it  to 
make. 

Unfortunately,  we  cannot  devise  rules  which  will  equitably  apply  the  com- 
peting principles  underlying  our  tax  system  to  every  conceivable  set  of  circum- 
stances. Let  me  illustrate  the  problem  by  assuming  four  cases  : 
Case  1.  A  single  person  earns  $20,000. 
Case  2.  Two  single  persons  each  earn  $10,000. 
Case  S.  A  husband  earns  $20,000  and  a  wife  earns  zero. 
Case  Jf.  A  husband  and  wife  each  earn  $10,000. 

If  we  want  no  penalty  on  remaining  single.  Case  1  must  pay  the  same  tax  as 
Case  3.  ( Single  person  earning  $20,000  pays  the  same  as  married  couple  earning 
$20,000.) 

If  we  want  no  penalty  on  marrying,  Case  2  must  pay  the  same  tax  as  Case  4. 
(Two  single  persons  earning  $10,000  each  pay  the  same  tax  as  a  married  couple 
each  earning  $10,000.) 

If  we  want  husband  and  wife  to  pay  the  same  tax  however  they  contribute  to 
the  family  earnings.  Case  3  pays  the  same  tax  as  Case  4. 
To  summarize  the  tax  results  : 
Case  l=Case  3 
Case  2=Case  4 
Case  3=Case  4 
Based  on  the  fundamental  mathematical  principle  that  things  equal  to  the  same 
thing  must  be  equal  to  each  other,  the  result  should  then  be  that :  Case  1  equals 
case  2 ;  or,  in  other  words,  that  the  tax  on  a  single  person  earning  $20,000  equals 
the  tax  on  two  single  persons  each  earning  $10,000. 

But  that  cannot  be  so  because  that  result  would  violate  the  basic  tenet  of  the 
progressive  income  tax  structure.  The  tax  on  a  single  person  earning  $20,000 
( Case  1 )  must  be  greater  than  the  total  tax  on  two  single  persons  each  earning 
$10,000  if  we  are  to  have  a  progressive  rate  structure. 

It  is  apparent  that  we  cannot  have  each  of  these  principles  operating  simul- 
taneously, and  that  there  is  no  one  principle  of  equity  that  covers  all  of  these 
cases.  No  algebraic  equation  no  matter  how  sophisticated  can  solve  this  dilemma. 
Both  ends  of  a  seesaw  cannot  be  up  at  the  same  time.  Any  rule  that  is  selected 
will  in  some  cases  appear  to  penalize  married  couples  and  in  other  cases  seem 
to  penalize  single  persons.  All  that  we  can  hope  for  is  a  reasonable  compromise. 

The  1969  compromise  assumes,  in  general,  that  a  married  couple  maintaining 
one  household  incurs  greater  expense  (and  has  less  ability  to  pay  tax)  tlian  one 
single  person  maintaining  a  separate  household,  but  the  couple  incurs  less  ex- 
pense (and  has  less  ability  to  pay  tax)  than  two  single  persons  each  maintaining 
a  separate  household.  Obviously  the  assumption  as  to  maintenance  of  households 
can  be  erroneous  for  reasons  that  I  need  not  detail,  but  I  think  in  general  it  pro- 
vides a  reasonable  framework. 

As  a  consequence  of  the  rule  marriage  can  produce  a  tax  reduction  for  a  single 
person  marrying  someone  who  has  no  income  and  a  tax  increase  when  marrying 
someone  with  substantial  income.  If  there  is  a  "penalty"  on  marriage,  it  occurs 
when  two  people  having  substantial  separate  incomes  marry  to  maintain  a  single 
household,  thus  reducing  their  total  living  expenses  and  increasing  their  total 
ability  to  pay  taxes. 

It  is  our  conclusion  that,  with  the  possible  exception  of  the  maximum  limit 
on  the  standard  deduction  which  seems  to  work  unevenly,  the  present  structure 
seems  to  have  effectuated  a  reasonable  compromise. 

I  have  included  as  appendices  to  my  statement  a  number  of  tables  which  might 
be  useful  to  the  committee  in  its  consideration  of  this  matter. 
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Frequency  Distribution  of  Joint  Returns  by  the  Division  of  Wages 
and  Salaries  Between  Spouses,  1969 
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A  Comparison  of  Tax-free  Levels  of  Income  and  Estimated 
Poverty  Levels  of  Income,  1972 
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Excess  Tax  on  Married  Couple  Over  Tax  on  Two  Single  Persons 
With  Same  Combined  Income,  1972 
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Exhibit  49.— Statement  by  Assistant  Secretar>'  Cohen.  May  3,  1972,  before  the 
House  Committee  on  Ways  and  Means  on  H.R.  13720,  a  bill  to  "amend  the 
Internal  Revenue  Code  of  1954  with  respect  to  lobbying  by  certain  types  of 
exempt  organizations" 

I  am  pleased  to  appear  before  you  this  morning  to  discuss  H.R.  13720,  which 
is  a  bill  to  "amend  the  Internal  Revenue  Code  of  1954  with  respect  to  lobbying 
by  certain  types  of  exempt  organizations."  A  brief  summary  of  the  bill  is  attached. 

The  Treasury  has  given  substantial  consideration  to  this  matter  and  has  con- 
ferred with  numerous  groups  concerning  it.  We  are  concerned  about  ambiguities 
and  problems  in  the  existing  law  and  are  sympathetic  to  some  of  the  objections 
that  have  been  voiced  against  it.  We  are  also  concerned,  however,  that  in  its 
present  form  the  pending  bill  is  too  broad,  and  that  it  contains  provisions  with 
new  ambiguities  and  new  problems. 

For  almost  40  years  the  Internal  Revenue  Code  has  granted  exemption  to 
"corporations,  and  any  community  chest,  fund,  or  foundation,  organized  and 
operated  exclusively  for  religious,  charitable,  scientific,  testing  for  public  safety, 
literary,  or  educational  purposes,  or  for  the  prevention  of  cruelty  to  children  or 
animals,  no  part  of  the  net  earnings  of  which  inures  to  tlie  benefit  of  any  private 
shareholder  or  individual,  no  substantial  part  of  the  activities  of  which  is  car- 
rying on  propaganda,  or  othencise  attempting,  to  influence  legislation,  and  which 
does  not  participate  in,  or  intervene  in  (including  the  publishing  or  distributing 
of  statements),  any  political  campaign  on  behalf  of  any  candidate  for  public 
office"  (section  501(c)  (3) ). 

Among  the  problems  presented  by  this  section  are  (1)  determining  whether 
organizations  are  exclusively  engaged  in  charitable  operations,  (2)  defining  the 
phrase  "carrying  on  propaganda,  or  otherwise  attempting  to  influence  legislation," 
and  (3)  deciding  whether  the  latter  activities  represent  a  "substantial  part"  of 
total  activities  of  the  organization. 

We  appreciate  full  well  the  important  contributions  to  society  that  are  made 
by  these  organizations  through  their  research  and  consideration  of  important 
problems  of  the  day.  We  have  tried  to  avoid  interpreting  the  word  "charitable" 
in  a  fixed,  immutable  fashion.  As  the  courts  have  done  in  many  nontax  settings. 
we  have  tried  to  give  it  a  meaning  that  changes  and  expands  as  the  needs  of 
society  change  and  expand. 

As  to  the  phrase  "carrying  on  propaganda,  or  otherwise  attempting  to  influence 
legislation,"  we  have  interpreted  it  so  as  to  permit  research  and  study  of  matters 
that  may  become  the  subject  of  legislation,  and  the  publication  of  tho.se  studies. 
We  have  also  inten)reted  it  as  permitting  attempts  to  influence  administrative 
decisions  as  to  the  application  of  legislation,  and  to  influence  the  exerci.se  by 
administrative  oflScials  of  discretion  given  to  them  by  legislation.  We  have  inter- 
preted it  to  permit  litigation  in  the  courts  lo  construe  legislation  that  has  been 
enacted  or  to  construe  the  provisions  of  constitutions. 

Thus  far  we  have  not  interpreted  it  to  i^rmit  attempts  to  persuade  legislative 
bodies  as  to  the  enactment  of  legislation,  and  especially  not  to  permit  so-called 
"grassroots"  lobbying  to  persuade  the  public  to  bring  influence  to  bear  upon 
members  of  legislative  bodies  to  affect  their  vote. 

We  have  given  extensive  consideration  to  the  possibility  of  modifying  the 
existing  regulations  to  construe  the  present  statutory  language  to  permit  the  pre- 
sentation of  views  concerning  legislation  in  public  hearings  of  the  Congress  and 
other  legislative  bodies.  AVe  have,  however,  interprf'ted  the  language  to  permit 
thfc  organizations  to  make  available  the  results  of  their  research  and  study  to 
committees  of  legislative  bodies  when  requested  by  those  committees. 

We  are  inclined  to  believe  that  this  right  of  presentation  of  views  to  legislative 
bodies  in  public  hearings  should  be  available  to  the  organizations,  whether  or 
not  by  invitation  of  the  committee.  We  believe  that  the  views  of  these  organiza- 
tions should  be  publicly  available  to  the  members  of  the  legislative  bodies,  when- 
ever public  views  are  sought,  as  an  aid  to  the  legislators  in  the  many  dlflicult  deci- 
sions with  which  they  are  faced.  For  technical  legal  reasons  involving  the  history 
of  these  provisions  and  congressional  committee  reports  explaining  them,  we 
have  not  been  able  to  accomplish  this  by  regulation,  but  we  would  be  pleased 
to  see  this  authorized  by  statutory  change.  We  think  this  would  be  a  most  signifi- 
cant step  and  we  would  supi>art  such  action  by  the  Congress. 

That  leaves  for  consideration  the  question  whether  the  organization  should  be 
permitted  to  go  beyond  presentation  of  views  in  open  hearings.  Should  charitable 
and  educational  organizations  be  permitted  to  present  their  views  (1)  in  com- 
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munications  to  members  of  legislative  bodies  other  than  in.  open  hearings,  (2)  in 
communications  to  "members"  of  the  organization,  and  (3)  in  so-called  "grass- 
roots" efforts  to  influence  the  general  public  with  respect  to  legislation? 

The  argument  has  been  advanced  to  us  that  these  organizations  are  now  at  a 
competitive  disadvantage  when  confronted  by  opposing  business  organizations 
which  are  permitted  deductions  for  expenses  of  certain  legislative  activities  under 
Internal  Revenue  Code,  section  162(e).  This  can  occur,  for  example,  in  environ- 
mental and  ecological  matters. 

Section  162(e),  enacted  in  1962,  i^ermits  business  taxpayers  to  deduct  expenses 
of  apijearances  before  legislative  committees,  or  of  communications  to  the  com- 
mittees, to  individual  members  of  legislative  bodies,  or  to  members  of  the  business 
organization.  But  such  expenses  may  be  deducted  only  when  incurred  with 
respect  to  legislation  that  is  "of  direct  interest  to  the  taxpayer"  or  "an  organiza- 
tion of  which  he  is  a  member." 

A  tax  upon  income  cannot  always  keep  all  competing  interests  in  perfect 
balance  because  expenses  incurred  in  business  matters  are  generally  deductible 
and  expenses  incurred  in  personal  matters  are  generally  not  deductible.  Never- 
theless, in  such  broad  issues  of  social  and  governmental  policies  as  are  here  in- 
volved, there  is  much  to  be  said  for  the  argument  that  where  business  and  non- 
business interests  confront  each  other  before  legislative  bodies  there  should  be 
comparable  tax  treatment. 

Accordingly,  where  there  is  a  legislative  matter  that  is  "of  direct  interest"  to 
business  taxpayers  on  one  side,  a  true  balance  would  indicate  that  if  the  matter  is 
also  "of  direct  interest"  to  competing  nonbusiness  charitable  interests,  the  chari- 
ties should  also  be  permitted  to  communicate  their  views  to  members  of  the 
legislative  bodies,  even  apart  from  open  hearings ;  and  they  should  then  also  be 
allowed  to  communicate  their  views  to  the  "members"  of  their  organizations 
(assuming,  as  discussed  later,  we  can  adequately  define  in  this  setting  the  term 
"members").  We  miist  also  be  sure  that  in  trying  to  redress  an  imbalance  we  are 
not,  in  fact,  creating  a  new  imbalance  in  the  other  direction. 

The  "balancing"  argument,  with  its  inherent  emphasis  upon  fairness,  seems 
equally  to  indicate  that  where  this  confrontation  exists  the  nonbusiness  chari- 
table interest  should  not  be  permitted  to  engage  in  grassroots  lobbying  that 
is  denied  to  the  competing  business  interests  that  would  be  affected  by  the 
legislation.  Section  162(e)  sfiecifically  provides  that  its  provisions  shall  not  be 
construed  as  allowing  a  deduction  for  amounts  expensed  "in  connection  with 
any  attempt  to  influence  the  general  public,  or  segments  thereof,  with  respect 
to  legislative  matters  .  .  .  ." 

Moreover,  the  "balancing"  argument  does  not  provide  justification  for  com- 
munications to  members  of  legislative  bodies  or  memtcers  of  organizations  when 
there  is  no  competing  business  interest.  The  current  proposal  would  go  far 
beyond  such  cases  of  competition  and  confrontation,  such  as  are  involved  in 
environmental  and  ecological  matters,  to  cover  a  wide  range  of  topics  that  oc- 
cupy the  attention  of  the  Congress  and  State  and  local  legislative  bodies. 

As  an  illustration,  the  bill  would  permit  lobbying  on  either  side  of  such  con- 
troversial public  issues  as  abortion  laws,  divorce  laws,  busing,  etc.,  where  or- 
ganizations on  both  sides  are  today  subject  to  the  prohibition  against  influenc- 
ing legislation.  Moreover,  many  of  the  issues  presented  to  legislative  bodies 
have  a  distinctly  political  context,  such  as  laws  governing  the  conduct  of  pri- 
maries and  elections,  the  drawing  of  legislative  districts,  the  eligibility  of 
voters,  etc.  Drawing  the  line  between  charity  and  education  on  the  one  hand  and 
politics  on  the  other  hand  would  involve  a  delicacy  of  decision  that  would  try  the 
capacities  of  the  most  able  administrator  or  judge.  We  question  the  desirahility 
of  extending  income  tax  advantages  to  lobbying  on  issues  of  these  types  beyond 
expression  of  views  in  public  hearings  or  communications  with  legislators  that 
are  incidental  to  such  public  appearances. 

In  the  Revenue  Act  of  1971.  Congress  permitted  a  deduction  of  $50  or  a  credit 
of  $12.50  ($100  and  $25  on  joint  returns)  for  political  contributions.  Some  2 
months  ago  we  i.ssued  guidelines  under  this  provision  that  seem  to  have  proved 
generally  acceptable.  There  were  serious  problems  involved  in  the  interpretation 
of  that  provision  both  as  a  technical  matter  and  as  deep-seated  matters  of  policy, 
but  in  general  we  construed  the  provision  as  favorably  as  we  could  toward  the 
allowance  of  the  deduction  or  credit  because  of  the  strict  limitations  upon  the 
amount  of  the  allowance.  Had  it  not  been  for  the  ceiling  on  the  amount  of  the 
allowance,  we  would  have  had  many  qualms  about  the  issues  involved  under  that 
provision.  We  call  to  your  attention  the  fact  that  the  bill  now  pending  before  you 
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contains  no  limits  upon  the  amount  of  the  deductions  to  individual  contributors  to 
these  organizations,  otlier  than  those  present  provisions  of  the  Code  relating 
to  the  ix?rcentajie  of  the  taxiwiyer's  adjusted  iL^ross  income  for  which  charitahle 
contribution  detluctions  may  be  claimed.  Where  lobbying  on  iM)litical  or  quasi- 
political  matters  is  involved,  the  committee  may  want  to  consider  the  size  of  the 
donations  that  may  lie  deductible  to  particular  contributors. 

The  bill  does  contain  percentage  limitations  as  to  the  proportion  of  the  total 
expenditures  of  the  organization  that  may  be  made  by  the  organization  for  lobby- 
ing purposes.  In  general,  it  i>ermits  a  charitable  organization  (other  than  a 
private  foundation)  to  elect,  in  lieu  of  the  existing  provisions  of  law.  to  spend 
any  amounts  on  influencing  legislation  if  those  amounts  do  not  nornuiUy  exceed 
20  i)ercent  of  its  total  expenditures  for  charitable  punroses.  It  al.'-o  permits  the 
organization  to  spend  any  amounts  on  grassroots  lobhyiiig  that  do  next  nonnally 
exceed  5  i>ercent  of  total  exi>enditures  for  charitable  purposes. 

It  has  been  urged  uix)n  us  that  the  present  law  provision  permitting  no  su'b- 
sitantial  part  of  the  activities  of  the  organization  to  be  involved  in  influencing 
legislation  is  ambiguous  l)ecau.se  the  word  "substantial"  is  not  deflned.  The 
determination  of  substantiality  is  indeed  a  difficult  matter  i)otli  for  the  organiza- 
tions concerned  and  the  Internal  Revenue  Service.  For  the  reasons  indicated 
above,  we  would  question  ■whether  any  grassroots  loi)bying  should  be  permitted 
with  income  tax  advantages.  Beyond  that  it  should  be  noted  that  the  5-percent 
and  20-percent  tests  in  the  bill  can  i>ermit  very  large  lobbying  expenditures 
because  those  permitted  i>ercentages  are  applied  to  the  total  exiK'uditures  of  the 
organizations  for  charitable  punjoses  during  the  year  in  question.  For  some 
charitable  and  educational  organizations  of  substantial  size,  these  rules  could 
permit  very  large  lobbying  expenditures  to  be  pinpointed  on  particular  issues  or 
in  i:>articular  geographical  areas. 

The  Internal  Revenue  Service  has  approximately  175,000  organizations  o&- 
cially  on  file  as  tax-exempt  charities.  It  is  estimated  that  there  are  several 
hundred  thousand  additional  exempt  organizations  which  have  never  filed  with 
the  Internal  Revenue  Service  for  official  ruling  of  exemption,  or  which  are 
covered  as  subordinates  of  other  organizations  that  have  filed.  The  mo.st  recent 
data  from  the  IRS  master  file  for  exempt  organizations  for  the  year  1070  in- 
cludes roughly  82,000  returns  of  charitable  organizations  that  show  aggregate 
disbursements  of  roughly  $30  billion.  Of  this  .$30  billion  total,  aiiout  $30  billion 
represents  disbursements  by  public  charities  as  distinguished  from  private 
foundations. 

If  5  percent  or  20  percent  of  the.se  amounts  were  exjiended  on  lobbying  in  the 
ways  permittetl  i)y  the  bill^ — and  we  do  not  mean  to  suggest  that  all  of  the.se 
organizations  would  make  the  maximum  i)ermitted  lobbying  expenditure.s — the 
hill  could  ix'rmit  $6  billion  to  be  si)ent  in  infiuencing  legi.slation,  of  which  at 
least  $1Mj  billion  could  be  exix-nded  on  gras.sroots  lobbying.  An  org-anization 
with  annual  exiH'uditures  of  .$25  million  could  spend  $1.25  million  on  grassroots 
lobbying  and  .$5  million  on  lobbying  in  the  aggregate.  This  would  suggest  a 
rather  substantial  amount  of  lobbying. 

Under  the  pending  bill  private  foundations  would  not  be  permitted  to  lobby 
but  they  could  make  contributions  to  public  charities  that  engage  in  permitted 
lobbying  activities  so  long  as  overall  the  recipient  charities  qualify  as  "publicly 
supported."  So  long  as  the  recipient  organization  continues  to  derive  at  least 
one-third  of  its  receipts  from  public  supi)ort  (or  in  .some  cases  even  less  than 
one-third  from  public  support),  they  could  be  funded  by  contributions  from 
private  foundations,  but  the  private  foundations  could  not  earmark  the  con- 
tribution to  be  used  for  lobbying  P'urposes. 

There  are  a  few  other  aspects  which  the  committee  may  wish  to  note.  Only 
the  States  of  New  York  and  California  and  a  few  others  have  any  effective 
regulations  or  supervision  of  solicitation  by,  or  the  activities  of,  public  charities. 
There  are  no  Federal  regulations  of  charities  except  to  the  extent  of  the  Federal 
income  tax  law  requirements.  The  present  income  tax  law  requires  public  dis- 
closure of  receipts  and  expenditures  in  tax  returns  filed  by  the  organization  and 
disclosure  of  the  total  amount  expended  by  the  organization  to  infiuence  legisla- 
tion, but  public  identification  of  the  legislation  sought  to  be  inrtuenced  is  not 
now  reipiired.  Nor  is  there  supervision  in  I'ederal  law  to  require  that  the  pur- 
poses for  which  the  funds  are  .solicited  be  adhered  to  in  the  expenditure  of  those 
funds.  The  conunittee  ma.v  want  to  consider  some  provision  for  public  rtH-ording 
of  all  legislation  that  the  organization  is  supporting  or  opimsing. 

A  subsidiary  problem  relates  to  the  decision  as  to  who  is  to  be  regarded  as  a 
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'•member"  of  the  organization  if  communications  to  members  about  lobbying  are 
to  be  permitted.  The  problem  exists  with  respect  to  trade  associations  under 
section  162(e)  but  would  be  considerably  more  difficult  with  resiiect  to  various 
types  of  exempt  organizations.  The  term  "member"  has  varying  meanings  under 
State  laws ;  and  it  may  mean  one  thing  with  respect  to  one  form  of  organization 
and  another  thing  with  another  form,  for  some  organizations  are  incorporated 
and  some  are  loose  associations.  The  relationships  between  parent  or  national 
organizations  and  subsidiary  or  local  organizations  provide  iwirticular  problems 
in  this  regard.  The  membership  of  some  large  parent  organizations  nmy  encom- 
pass a  large  segment  of  the  population  and  may  assume  the  proportions  of  grass- 
roots lobbying. 

Another  factor  the  committee  may  wish  to  con.sider  is  the  relationship  of  the 
bill  to  the  lobbying  laws.  The  Federal  Regulation  of  Lobbying  Act  applies  only 
to  attempts  to  influence  legislation  in  Congress  and  does  not  apply  to  efforts 
made  before  State  and  local  legislative  bodies.  The  Federal  law  itself  has  per- 
plexing ambiguities,  without  provision  for  administrative  interpretations,  and 
it  is  enf()rceal)le  only  by  criminal  indictment.  It  requires  quarterly  reports  of 
lobbying  expenditures  and  the  latest  reports  indicate  that  for  the  year  1970  the 
total  amount  reported  for  lobbying  expenditures  was  less  than  $6  million.  (See 
Congressional  Quarterly.  August  0,  1971,  pp.  1680  et  seq.)  The  committee  may 
wish  to  consider  some  coordination  between  the  tax  law  provisions  and  non-tax 
lobbying  legislation. 

In  siunmary.  we  support  the  major  purposes  sought  to  be  obtained  by  the  pro- 
posed bill,  but  we  respectfully  suggest  that  it  requires  modification  as  I  have 
indicated. 

Summary  of  H.R.  13720 

Under  present  law  an  organization  cannot  be  exempt  from  taxation  under 
section  ."01  (c)  (3)  unless  "no  substantial  part  of  its  activities"  consists  of  "carry- 
ing on  propaganda,  or  otherwise  attempting  to  influence  legislation." 

Under  H.R.  13720  an  electing  public  charity  would  be  given  the  leeway  to 
spend  on  attempts  to  influence  legislation  up  to  20  percent  of  its  annual  disburse- 
ments for  charitable  puri)Oses.  Expressly  permitted  within  the  percentage  limita- 
tion would  be  communicatitms  with  members  or  employees  of  a  legislative  body, 
communications  with  any  other  government  official  or  employee  who  may  par- 
ticipate in  the  formulation  of  the  legislation,  and  direct  communications  of 
information  between  the  organization  and  its  members  as  long  as  the  legislative 
matters  involved  directly  affect  a  charitable  purpose  of  the  organization.  How- 
ever, of  the  20  percent  generally  permitted  under  the  bill,  an  amount  equal  to 
.">  percent  of  the  organization's  charitable  disbursements  could  be  devoted  to 
attempts  to  influence  the  genei-al  public  ("grassroots  lobbying")  and  attempts 
to  influence  legislation  not  dii-ectly  i-elating  to  a  charitable  purix)se  of  the 
organization. 

The  bill  makes  clear  that  there  are  no  restrictions  on  an  organization's  making 
available  the  results  of  nonpartisan  analysis,  study  or  research,  providing  tech- 
nical assistance  to  a  governmental  body  or  committee  on  written  request,  or 
lobbying  activities  in  regard  to  matters  that  might  affect  the  existence  of  the 
organization,  its  exempt  status,  or  the  deduction  for  contributions  to  it. 

I'nder  the  bill  oi*ganizations  may  choose  to  remain  under  present  law.  Election 
to  have  the  new  pro\'isions  apply  would  be  made  as  prescribed  by  Ti-easury. 
Such  an  election  would  be  effective  for  all  taxable  years  ending  after  the  election 
and  beginning  liefore  the  earlier  of  the  date  on  which  the  election  is  revoked  or  the 
date  on  which  the  organization  ceases  to  be  the  t.vpe  of  organization  describ-ad 
iri  the  bill. 

The  l)ill  would  also  deny  the  section  170  deduction  for  contributions  "for  the 
use  of  an  organization  if  made  for  the  purpose  of  influencing  legislation. 


Exhibit  50. — Statement  by  Assistant  Secretary  Cohen,  May  8,  1972,  before  the 
House  Committee  on  Ways  and  Means  in  support  of  H.R.  12272,  the  Individual 
Retirement  Benefits  Act  of  1971 

I  appreciate  the  opportunity  of  appearing  l)efore  you  in  support  of  H.R. 
12272,  the  Individual  Retirement  Benefits  Act  of  1971.  This  bill  embodies  the 
I'resident's  proposals  for  reforming  and  expanding  the  private  means  for  assuring 
retirement  security  for  older  Americans. 
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We  have  prepared  and  will  submit  for  the  record  a  technical  explanation  of 
the  bill  together  with  certain  proposed  amendments  of  a  technical  nature. 

Brietly,  H.R.  12::72  wouid  :  (.1)  Provide  an  income  tax  deduction  for  retirement 
savings  by  employees  who  are  not  covered  by  employer-financed  plans  or  who 
participate  in  plans  with  inadequate  benefits;  (2)  provide  minimum  standards 
for  the  vesting  of  benefits  under  qualified  pension  and  profit-sharing  plans  and 
for  participation  in  those  plans;  and  (3)  raise  the  limits  on  deductible  con- 
tributions that  may  be  made  to  retirement  plans  established  by  self-employed 
individuals. 

The  private  pension  system  is  a  vital  supplement  to  our  social  security  and 
old  age  assistance  programs.  As  the  President  said  in  his  message  of  December  S, 
1971,  to  the  Congress  transmitting  the.se  proposals  : 

"The  achievements  of  our  private  pension  plans  are  a  tribute  to  the  coopera- 
tion and  creativeness  of  American  labor  and  management.  Over  4  million  retired 
workers  are  now  receiving  benefits  from  private  plans  and  these  benefits  total 
about  $7  billion  annually.  More  than  $140  billion  has  been  accumulated  by  these 
plans  to  pay  retirement  benefits  in  the  future.  But  there  is  still  much  room  for 
expanding  and  strengthening  our  private  pension  system." 

Employee  deductions  for  voluntary  retirement  savings 

About  half  of  the  full-time,  private  nonagricultural  adult  work  force  is 
covered  by  existing  retirement  plans,  and  the  average  annual  private  pension 
benefit  is  about  $1,(500.  Unfortunately,  the  other  half  is  not  covered  today,  and 
many  of  those  covered  do  not  have  sufl!icient  retirement  benefits.  We  believe  it  is 
of  prime  importance  to  offer  a  remedy  for  the  millions  of  employees  who  are 
not  covered  or  are  inadequately  covered  by  employer  plans.  The  bill  before  you 
would  do  this  by  providing  income  tax  benefits  to  encourage  and  assist  these 
employees  to  save  for  retirement. 

Under  present  law  employer  contributions  on  behalf  of  an  employee  made  to 
a  private  qualified  retirement  plan,  and  the  investment  earnings  on  these  con- 
tributions, are  generally  not  subject  to  tax  until  paid  to  the  employee  or  his 
beneficiaries.  The  tax  is  deferred  even  if  the  employee's  rights  to  receive  these 
amounts  become  nonforfeitable  before  the  payment  is  made.  Employee  contribu- 
tions to  employer  plans  are  currently  subject  to  tax  as  made  (that  is,  no  income 
tax  deduction  is  allowed),  but  tax  on  the  investment  earnings  on  such  contribu- 
tions is  deferred.  Yet  amounts  saved  independently  for  retirement  by  an  in- 
dividual employee,  as  well  as  investment  earnings  on  those  savings,  are  taxed 
currently  as  they  are  earned,  for  no  deduction  is  allowed  for  the  amount  .set  aside 
for  retirement  savings  and  the  investment  earnings  are  taxed  as  earned. 

As  a  conseipience,  present  law  discriminates  sub.stantially  against  those  in- 
dividuals who  do  not  participate  in  employer-.sponsored  qualified  plans  or  who 
participate  in  plans  providing  small  benefits. 

Under  the  bill  before  you,  employees  not  covered  by  employer  plans  would 
be  allowed  to  establish  their  own  qualified  retirement  plans  and  take  an  income 
tax  deduction  for  contributions  up  to  20  percent  of  their  earned  income  that  does 
not  exceed  $7,500.  Thus  the  maximum  deduction  would  be  $1,500.  As  is  the  case 
imder  existing  law  for  (pialified  pension  plans,  investment  earnings  on  these 
contributions  would  be  exempt  from  tax.  Amounts  distributed  from  the  plan 
after  retirement  would  be  treated  as  income  to  the  employee  at  that  time;  the 
tax  is  usually  less  after  retirement  because  income  is  reducetl  and  higher  exemp- 
tions are  accorded  to  persons  age  65  and  over.  There  would  be  restrictions 
against  early  withdrawals,  as  is  the  ca.se  under  existing  law  for  self-employed 
individuals,  and  penalties  for  violation  of  the  restrictions  to  insure  that  the 
contributions  are  used  to  provide  retirement  income. 

The  proposal  would  extend  also  to  employees  who  are  covered  by  employer- 
financed  plans  to  ji.ssist  those  employees  if  the  employer  contributions  are  not 
adequate  to  provide  sufficient  retirement  earnings.  To  accomplish  this  the  limit 
on  the  amount  deductilile  by  the  employee  would  be  reduced  to  reflect  pension 
plan  contributions  nuide  by  the  employer.  For  this  i)un"ose.  the  employee  can 
as.sume  that  employer  contributions  amount  to  7  percent  of  his  earning.s.  but 
he  would  be  permitted  to  show,  under  regulations  that  would  b<'  provided,  that 
the  employer  contril)utions  were  in  fact  a  le.s.ser  amount  if  such  were  the  ca.se. 

In  the  case  of  employees  who  are  not  covered  l>y  social  security  (such  as 
certain  government  employees),  a  deduction  would  be  allowed  for  contributions 
only  to  the  extent  that  they  exceed  the  assumed  amount  of  social  security  tax 
that  would  be  imposed  in  employment  covered  by  social  security. 
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Individuals  would  be  permitted  to  invest  their  retirement  savings  in  a  broad 
range  of  assets  including  stocks,  corporate  or  government  bonds,  savings  accounts, 
mutual  fund  shares,  annuity  and  other  life  insurance  contracts.  Participants  in 
qualified  employer-sponsored  retirement  plans  could  make  their  investments  for 
retirement  savings  in  contributions  to  these  plans.  To  permit  transfers  of  retire- 
ment savings  from  one  type  of  investment  to  another,  no  penalties  or  other  tax 
consequences  would  result  if  the  amount  withdrawn  were  redeposited  in  another 
qualified  plan  within  60  days. 

The  proposed  limitations  on  the  amount  of  deductible  contributions  direct  the 
tax  benefit  primarily  to  low-  and  moderate-income  workers.  Yet  the  permitted 
contributions  would  provide  substantial  amounts  of  retirement  income.  For 
example,  contributions  of  .$1,500  annually  beginning  at  age  40  would  provide 
for  males  at  age  65,  assuming  a  5-percent  investment  return,  a  retirement  income 
of  $7,500  to  supplement  social  security  benefits.  ( See  table  I. ) 

Table  I 

The  table  below  shows  the  annual  pensions  beginning  at  age  65  that  would  be 
financed  by  annual  contributions  of  $1,500  beginning  at  ages  40  through  60. 

Age  when  $1,500  contributions  begin  :  Annual  pension  beginning  at  age  65* 

40  $7,  500 

45  5, 200 

50  3, 375 

55  1,  950 

60  900 

•Pensions  are  straight-life  pensions  for  males  payable  In  monthly  installments.  A 
5-percent  Interest  rate  is  assumed. 

The  permitted  contribution  level  is  not  so  high,  however,  as  to  undermine  the 
incentive  in  existing  law  for  the  creation  and  maintenance  of  employer-financed 
retirement  plans  that  cannot  discriminate  in  favor  of  employees  who  are  officers, 
sliareholders,  or  supervisory  or  highly  compensated  employees.  The  employer- 
established  nondiscriminatory  plan  is  the  heart  of  the  present  private  pension 
system  and  should  be  maintained. 

We  estimate  that  approximately  14  million  individuals  will  be  eligible  to  bene- 
fit from  this  proposal  for  deductible  employee  contributions.  The  revenue  cost 
of  tlie  proposal  is  estimated  at  $300  million  in  the  first  year  of  operation,  rising  to 
an  estimated  $480  million  in  the  fourth  year.  It  is  estimated  that  70  percent  of  the 
tax  benefits  will  go  to  persons  with  incomes  below  $15,000. 

Vesting  requirements  and  the  proposed  Rule  of  50 

Under  existing  law  many  employees  now  covered  by  pension  plans  and  expect- 
ing retirement  benefits  could  lose  these  benefits  if  they  were  separated  from  their 
jobs,  either  voluntarily  or  involuntarily,  prior  to  retirement.  The  loss  of  expected 
retirement  benefits  accompanying  termination  of  employment  can  represent  a 
grievous  personal  tragedy,  especially  in  the  case  of  older  workers. 

Vesting — the  right  to  receive  retirement  benefits  even  though  the  employee 
terminates  employment  before  retirement — does  not  now  exist  for  many  plan  par- 
ticipants. Under  present  law  except  in  certain  plans  created  by  self-employed  per- 
sons, vesting  is  not  required  except  to  the  extent  it  is  necessary  to  prevent  dis- 
crimination in  favor  of  oflicers,  stockholders,  and  supervisory  and  highly  com- 
pensated employees. 

Almost  70  percent  of  participants  in  all  corporate  pension  plans  today  are  not 
vested.  This  percentage,  of  course,  includes  many  young  employees  with  short 
service.  Many  of  them  will  remain  with  their  current  employers  and  later  obtain 
vested  rights.  Many  of  them,  because  they  are  young,  will  have  opportunity  to 
obtain  vested  rights  if  they  move  on  to  other  employment  and  participate  in  other 
pension  plans.  We  should  look  more  properly  at  older  workers  for  whom  the 
matter  of  retirement  .securitj-  is  essential. 

With  respect  to  age  of  employees  participating  in  retirement  plans  today,  we 
find  that  40  percent  of  participants  age  45  or  more  are  not  vested,  34  percent  of 
participants  age  50  or  more  are  not  vested,  and  26  percent  of  participants  age  55 
or  more  are  not  vested.  This  degree  of  forfeitable  benefits  among  older  workers 
is  critical.  If  these  older  workers  terminate  employment,  voluntarily  or  invol- 
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untarily,  they  will  not  have  the  same  opportunities  to  obtain  vested  rights  as 
youngei*  workers. 

With  i-espect  to  years  of  service  we  find  that  13  percent  of  participants  are  in 
plans  which  provide  no  vesting  whatsoever  before  retirement.  More  than  half 
of  poision  plan  participants  are  required  both  (a)  to  have  at  least  15  years  of 
service  and  (b)  to  have  reached  age  45  before  at  least  50  percent  vesting  occurs. 

AVe  have  studied  in  depth  many  different  possil)ilities  as  to  vesting  requirements 
and  liave  developed  and  recommend  to  you  for  adoption  a  standard  known  as  the 
Rule  of  50.  Under  this  rule  an  employee's  benefits  must  be  at  least  50  percent 
vested  when  the  sum  of  his  age  and  yeai's  of  plan  participation  equals  50.  In  the 
following  five  years  the  percentage  vested  would  have  to  increase  ratably  until 
the  end  of  the  5-year  period  after  he  has  satisfied  the  Rule  of  50,  at  which  time 
his  benefits  would  be  fully  vested. 

As  an  illustration,  a  worker  who  begins  to  participate  in  a  plan  at  age  30  would 
become  50  percent  vested  when  he  reached  age  40  because  his  then  age  (40)  plus 
years  of  participation  (10)  would  eciual  50;  and  his  benefits  would  be  fully  vested 
five  years  later  when  he  reached  age  45. 

Similarly,  a  worker  who  begins  to  participate  at  age  40  would  become  50  percent 
vested  at  age  45  (age  45  plus  five  years'  service  equals  50)  and  would  become  fully 
vested  five  years  later  at  age  50.  ( See  table  II. ) 

Table  II. — Vesting  Standard 
Rule  of  50:— 

50  percent  vested  when  age  plus  years  of  participation  in  a  plan  equal  50;  10 

percent  more  each  year  thereafter. 
Participation  must  start  within  3  years  after  hiring. 
All  tho.se  30  or  over  must  be  eligible  to  participate. 
Effect  of  rule: 


A  worker  who  begins 

Vests  50  percent  at 

After  participating 

And  is  100  percent 

After  participating 

participating  at  age 

age 

for  (years) 

vested  at  age 

for  (years) 

30 

40 

10 

45 

15 

40 

45 

5 

50 

10 

50 

50 

0 

55 

5 

To  complement  the  vesting  proposal,  the  bill  provides  minimum  service  and 
age  standards  for  eligibility  to  participate  in  a  qualified  plan.  An  employer 
would  be  permitted  to  exclude  from  plan  participation  an  employee  who  has  less 
than  3  years'  service  or  who  has  not  attained  age  30,  but  he  could  not  impose 
any  stricter  re(iuirement  for  minimum  age  or  minimum  years  of  service.  In  ad- 
dition, an  employer  would  not  be  required  to  cover  an  employee  who  first  becomes 
eligible  to  participate  after  he  has  attained  an  age  within  5  years  of  normal 
retirenaent  age  under  the  plan.  Thus,  if  normal  retirement  age  is  65,  employees 
who  are  older  than  00  when  they  first  satisfy  the  other  eligibility  requirements 
would  not  have  to  be  allowed  to  participate. 

The  Rule  of  50  would  be  a  major  stop  in  assuring  pension  benefits,  particularly 
among  older  workers.  Overall,  it  would  raise  the  number  of  participants  with 
vested  rights  from  31  percent  of  all  participants  to  40  percent  of  all  participants. 
But  more  important  among  participants  age  45  and  over  the  percentage  with 
vesting  would  rise  from  60  percent  to  92  percent.  Thus  the  Rule  of  50  would 
assure  vesting  of  i-etirement  benefit  rights  for  virtually  all  older  plan  participants. 

Because  it  concentrates  particularly  on  the  vesting  problem  of  the  older  em- 
ployee, the  cost  of  the  Rule  of  50  is  modest.  We  estimate  it  would  raise  overall 
pension  costs  by  about  0.3  percent  of  covered  payroll.  For  plans  currently  provid- 
ing no  vesting  before  retirement,  we  estimate  it  would  increase  plan  costs  by 
about  0.4  percent  of  covered  payroll. 

The  limited  cost  involved  in  this  solution  to  the  vesting  problem  is  important 
because  to  the  extent  emi)loyer  contributions  must  be  allocated  to  the  cost  of 
vesting,  the  level  of  retirement  income  that  can  be  provided  under  the  plan  will 
be  reduced  for  those  who  remain  employed  until  they  retire.  A  balance  must  be 
struck  between  the  various  considerations.  We  believe  the  Rule  of  50,  which 
protects  primarily  the  older  worker  without  increasinj;  cost  unduly,  strikes  the 
proi)er  l)alance.  Other  vesting  proposals  that  have  been  advance<l  and  that  we 
have  studied  carefully  are  more  costly  and  do  not  concentrate  as  well  on  the 
problem  of  the  older  worker.  (See  tables  III  and  IV.) 
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Table  III. — Comparison  of  Benefits  From  50  Percent  Vesting    or  Better 

[Millions  of  persons] 

10-year 


Current  situation 


Age 

Under  30 

30-40 

40-45 

45-50 

50-55 

55-60 

60  and  over 

Total 


23.  5 


30.  6 


Rule  of  60 


Total 

Percent 

Percent 

Percent 

participants 

vested 

vested 

vested 

6.3 

1.  6 

3.2 

1.  6 

5.3 

13.  2 

35.8 

15.  1 

3.0 

36.  7 

60.0 

56.7 

2.  9 

44.  8 

65.  5 

75.  8 

2.5 

56.0 

76.0 

100.0 

2.0 

70.0 

85.0 

100.  0 

1.  5 

80.0 

86.  7 

100.  0 

45.  5 


45.  9 


Table  IV. — Comparison  of  Vesting  Costs 
[Current  service  only] 


Rule  of  50 


All  private  pension  plans: 

Percentage  increase  of  plan  costs 5.  0 

Percentage  increase  of  payroll  costs .  3 

Increased    costs   in    cents   per    hour    per 

employee 1.5 

Private  pension  plans  with  no  vesting: 

Percentage  increase  of  plan  costs 8.  0 

Percentage  increase  of  payroll  costs 0.  4 

Increased    costs   in    cents    per    hour   per 

employee 1.  8 


year  service 

Vesting  at  10 

percent  per 

year  beginning 

year  6 

8.6 
.  5 

11.  1 
.6 

2.  5 

3.  2 

14.  0 
0.7 

18.  0 
0.  9 

3.  2 


4.  1 


We  have  carefully  considered  the  question  whether  the  Rule  of  50  could  seri- 
ously affect  the  hiring  of  older  employees  and  have  concluded  that  it  would  not 
do  so.  We  find  that  the  discounted  single-premium  cost  of  providing  $100  of 
retirement  income  for  a  worker  age  55  is  .$570  if  no  vesting  is  provided,  and  the 
cost  rises  only  $15  to  $585  if  the  Rule  of  50  is  oj)erative.  The  increase  is  greater 
for  younger  workers;  for  example,  at  age  35  the  cost  is  $125  without  vesting 
and  $155  under  the  Rule  of  50.  The  reason  for  tliis  is  that  the  employee  turnover 
rate  is  considerably  higher  at  the  younger  age  levels  than  at  the  older.  (See 
table  V. ) 

The  propo.-^ed  Rule  of  50  would  apply  fully  to  all  plans  established  after  No- 
vember 30,  1971.  But  for  plans  existing  on  that  date  the  rule  generally  would 
apply  to  benefits  accrued  beginning  in  1974  or  upon  expiration  of  current  col- 
lective bargaining  agreements.  However,  plan  participation  prior  to  1974  would 
be  considered  in  meeting  the  age  and  participation  test. 

Table  V. — Effect  of  Rule  of  50  on  Hiring  of  Older  Employees 
1.  Employer's  discounted  cost  of  promising  $100  pension  at  age  65  to  an  employee : 
Age  Without  vesting  Under  Rule  of  50 


25 
35 
45 
55 


$20 
125 
310 
570 


$30 
155 
340 

585 


— Assumes  straight-life  annuity  for  males,  with  assets  invested  at  5  percent. 

— Assumes  typical  employee  turnover  rale  (for  example,  85  percent  of  employees 

age  25  will  leave  their  present  employment  before  age  65;  only  3  percent  of 

those  age  ^^rt  will  leave). 

2.  Employees  hired  within  5  years  of  retirement  need  not  be  vested. 

3.  Participation  need  not  begin  until  3  years  after  hiring. 
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Vesting  in  plans  of  the  self-employed. — Under  present  law  a  plan  benefitting  a 
self-employed  person  must  include  any  employee  with  at  least  ',i  years  of  service, 
and  his  rights  must  lie  fully  vested.  The  vesting  and  participation  rules  result 
in  vested  rights  for  many  young  workers  who  have  short  periods  of  service.  Their 
benefits  are  generally  small  and  the  administrative  costs  of  handling  these  cases 
are  relatively  high.  We  recommend  some  relaxation  of  these  requirements. 

The  proposed  legislation  would  provide  that  in  self-employetl  retirement  plans 
an  emi)loyee  would  l>efome  50  percent  vested  when  he  qualified  under  a  Rule  of 
35 ;  i.e.,  when  his  age  plus  years  of  participation  total  35.  As  in  the  case  of  the 
Rule  of  50,  his  vesting  would  increase  to  100  i)ercent  ratably  over  the  following 
5  years.  An  employee  could  be  recpiired  to  have  at  least  1  year's  service  before 
being  eligible  to  participate  in  the  plan,  or  2  years"  service  if  he  is  between  age 
30  and  age  35,  or  3  years'  .service  if  he  is  under  age  30. 

Thus  under  present  law.  in  the  case  of  plans  established  by  self-employed  per- 
sons, an  employee  hired  at  age  20  mu.st  begin  to  participate  and  become  fully 
vested  at  23.  Under  the  proposed  legislation  he  must  begin  to  participate  at  23, 
must  become  50  percent  vested  at  29,  and  fully  vested  at  34.  An  employee  hired 
at  35  would  become  50  percent  vested  at  36,  when  he  begins  to  participate,  and 
fully  vested  at  41. 

Vesting  and  eligibility  in  plans  of  closely  held  firms. — There  is  now  uncer- 
tainty and  variation  in  administrative  practice  with  respect  to  vesting  and 
eligibility  requirements  in  determining  whether  a  plan  of  a  closely  held  firm  .satb5- 
fies  the  nondiscrimination  requirements  of  present  law.  The  bill  would  authorize 
the  Treasury  to  set  forth  in  regulations  consistent  rules  regarding  the  circum- 
stances in  which  shorter  service  requirements  and  more  rapid  vesting  would  be 
required.  These  regulatory  requirements  could  not  be  more  restrictive  than  the 
statutory  requirements  that  would  be  imposed  on  plans  benefitting  self-employed 
persons  who  are  owner-employees. 

Increase  in  contribution  limits  for  the  self-employed 

Present  law  limits  contributions  to  qualified  pension  and  profit-sharing  plans 
made  by  self-employed  individuals.  The  self-employed  are  subject  to  a  limit 
of  the  lesser  of  10  percent  of  earned  income  or  $2,500  on  deductions  for 
retirement  savings.  No  such  limits  apply  to  employer  contributions  on  behalf 
of  cori)orate  employees.  As  a  conseijuence,  corporate  executives  and  corporate 
owner  managers  have  substantial  tax  benefits  as  compared  with  self-employed 
persons.  Yet  corporate  owner-managers  and  self-employed  typically  perform 
the  same  economic  function.  This  and  other  disparities  have  discouraged  the 
formation  of  self-employed  plans  and  encouraged  many  self-employed  individuals 
to  incorporate  their  businesses  simply  to  avoid  these  limitations. 

To  reduce  this  inequity  the  bill  would  raise  tlie  deduction  limit  for  the  self- 
employed  to  15  percent  of  the  first  ,$50,000  of  earned  income,  a  maximum  deduc- 
tion of  $7,500.  The  limitation  of  section  1379(b)  on  excludable  contributions  on 
behalf  of  shareholder-employees  of  subchapter  S  corporations  would  also  be 
increased  to  this  level. 

We  estimate  that  this  proposal  would  involve  a  revenue  cost  of  .$55  million 
in  the  first  year  of  operation,  rising  to  $110  million  in  subsequent  years. 

The  proposal  would  reduce  considerably  the  tax  motivation  to  incori)orate. 
In  addition,  it  would  promote  the  growth  of  self-employed  plans  and  have  a 
beneficial  impact  on  the  coverage  of  employees  in  unincorporated  enten^rise  and 
on  their  level  of  benefits. 

Plan  terminations 

The  bill  does  not  deal  with  the  issue  of  loss  of  employee  benefits  due  to  plan 
terminations.  The  administration  recognizes  tlie  .seriousness  of  the  po.ssibilit.v 
that  an  employee  can  lo.se  part  or  all  of  his  retirement  benefits — even  vested 
benefit.s — as  a  result  of  a  plan  termination.  As  the  President  stated  in  his  message 
of  December  8,  1971.  "Even  one  worker  whose  retirement  security  is  destroyed 
by  the  termination  of  a  plan  is  one  too  many." 

However,  there  is  not  sufficient  information  available  at  present  to  formulate 
appropriate  Federal  policy  in  this  area.  Plan  terminations  do  not  necessarily 
result  in  benefit  los.ses.  We  do  not  have  sufficient  data  as  to  how  many  plans 
terminate  with  benefit  losses  nor  in  what  circumstances  these  terminations 
occur.  Nor  do  we  know  the  number  of  workers  who  are  affected  and  tlie  degree 
to  which  they  are  harmed  by  plan  terminations.  Without  this  information  no 
reasonable  basis  exists  for  deciding  Federal  policy  on  these  issues. 
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To  meet  this  need  for  information  the  President  stated  in  his  message  of 
December  8,  1971,  that  he  has  directed  tlie  Departments  of  Treasury  and  Labor 
to  make  a  thorough  study  of  the  nature  and  extent  of  benefit  losses  resulting 
from  plan  terminations  and  to  complete  this  study  within  1  year.  The  study  has 
been  underway  since  the  beginning  of  January.  Information  from  the  study  will 
be  used  in  designing  the  specific  legislative  proposals  that  may  be  required  to 
resolve  this  problem. 

Employee  Benefits  Protection  Act 

We  call  to  the  attention  of  the  committee  that  in  March  1970  the  President 
also  sent  to  the  Congress  a  recommendation  for  enactment  of  the  Employee 
Benefits  Protection  Act.  That  legislation  would  provide  important  necessary 
rules  with  respect  to  nontax  matters  relating  to  the  responsibilities  of  persons 
who  administer  pension  funds.  It  would  broaden  reporting  and  disclosure  re- 
quirements and  strengthen  investigation  and  enforcement  practices.  Although 
that  legislation  is  not  pending  before  this  committee,  we  trust  it  will  soon  receive 
the  attention  of  tlie  Congress  and  become  law. 


International  Financial  and  Monetary  Developments 

Exhibit  51. — Remarks  by  Secretary  Connally  as  Governor  for  the  United  States, 
September  30,  1971,  at  the  joint  annual  discussion  of  the  Boards  of  Governors 
of  the  International  Monetary  Fund  and  the  International  Bank  for  Recon- 
struction and  Development  and  its  aflSliates 

After  a  remarkable  quarter  century  of  stability  and  development,  nurtured 
by  close  collaboration  within  the  International  Monetary  Fund  and  the  World 
Bank,  event.s  have  challenged  the  underlying  premises  and  functioning  of  the 
system  devised  at  Bretton  Woods.  Some  of  those  basic  premises  are  now  invalid. 

Those  at  Bretton  Woods  planned  for  the  transition  from  a  war-torn  world  to 
a  world  of  reconstruction  and  peaceful  prosperity.  The  founders  could  assume, 
without  challenge,  a  world  in  which  the  United  States  for  a  time  possessed  the 
dominant  economic  and  financial  power.  The  challenging  goal  was  to  rebuild  the 
strength  of  others  in  a  context  of  flourishing  trade,  freedom  for  payments,  and 
rapid  development. 

Now  our  very  success  has  produced  new  problems.  Trade  has  grown  enormously, 
but  the  patterns  have  not  been  in  sustainable  balance.  International  transactions 
have  been  substantially  freed  and  investment  accelerated,  but  we  have  not  learned 
to  maintain  an  eciuilibrium  in  underlying  payments  or  in  exchange  markets. 
And.  after  25  years,  international  monetary  stability  can  no  longer  depend  so 
heavily  on  a  single  nation. 

The  announcements  by  President  Nixon  on  August  15  recognized  these  long- 
building  realities.  In  doing  so.  his  intention  was  to  launch  the  United  States  into 
a  new  economic  era  and  to  assure  more  balanced  and  sustainable  economic  rela- 
tionships with  the  re.st  of  the  world.  His  actions  accept,  as  a  basic  point  of  de- 
parture, the  links  already  emi)hasized  here  by  several  Governors  between  ef- 
fective domestic  performance,  a  secure  balance  of  payments,  and  international 
financial  stability. 

We  are  committed  to  curbing  infiation  and  revitalizing  the  American  economy — 
not  just  this  year  or  next  but  for  the  longer  pull.  We  are  committed  to  ending  the 
persistent  deficit  in  our  external  payments  ;  indeed,  at  this  point  in  time,  the  only 
choice  can  be  the  means  to  that  end,  not  the  end  itself.  Finally,  in  taking  the 
difficult  decision  to  suspend  the  convertibility  of  the  dollar  into  reserve  assets, 
we  are  committed  to  negotiating  with  our  friends  for  a  monetary  order  responsive 
to  the  needs  and  conditions  of  this  generation. 

The  United  States  has  not  been  alone  among  the  countries  represented  here 
in  grappling  with  the  problem  of  achieving  vigorous  growth  and  productivity 
while  dealing  with  the  destructive  forces  of  domestic  inflation. 

To  cope  with  this  situation,  President  Xixon  moved  boldly  to  apply  a  90-day 
wage-i)rico  freeze  to  make  a  simple  point  as  forcil)ly  and  directly  as  he  could : 
Cooperation  in  the  elimination  of  inflation  is  a  prime  national  priority. 

Wo  are  now  deeply  engaged  in  a  broad  effort  involving  all  elements  in  our 
economy  to  develop  an  effective,  forceful,  follow-on  program  to  the  freeze.  In  a 
matter  of  weeks,  that  program  will  be  announced.  At  the  same  time,  we  will  be 
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iinpleuieuting  other  parts  of  the  President's  domestic  program  to  assure  both 
near-term  growth  and  lasting  gains  in  efficiency,  productivity,  and  technology. 

In  its  entirety  tliis  program  is  designed  to  tultill  our  tirst  obligation  both  to 
ourselves  and  to  the  international  monetary  system  :  a  stable,  prosperous  domestic 
economy. 

Nevertheless,  crucial  as  they  are,  I  believe  it  is  now  fully  understood  that 
domestic  measures  alone  cannot  deal  with  the  present  and  prospective  imbalance 
in  the  external  payments  of  the  United  States.  The  specific  monetary  and  trade 
mea.sures  which  we  introduced  on  August  15 — including  the  imiiosition  of  a  tem- 
porary import  surcharge — will  not  in  themselves  solve  the  problem.  They  were, 
however,  the  necessary  first  steps  to  arrest  an  intolerable  deterioration  in  the 
balance  of  payments  position  of  the  United  .States.  The  deterioration  in  our  posi- 
tion has,  of  course,  had  its  counteri)art  in  improvement  abroad,  and  only  by 
working  together  can  we  find  solutions  conducive  to  expanding  trade  and  mone- 
tary stability. 

I  would  like  to  emphasize  the  connection  we  see  between  the  balance  of  pay- 
ments adjustment  now  required,  on  the  one  hand,  and  the  long-range  evolution 
and  improvement  of  the  monetary  system  on  the  other. 

First,  without  a  full  and  lasting  turnaround  in  the  balance  of  payments  posi- 
tion of  the  United  States,  any  new  monetary  arrangements  inevitably  would 
break  down. 

Second,  such  a  turnaround  cannot  be  fully  assured  and  lasting  unless  necessary 
exchange  rate  changes  are  accompanied  by  trading  arrangements  that  assure 
fair  access  to  world  markets  for  U.S.  products. 

Third,  a  more  balanced  sharing  of  responsibilities  for  the  security  of  the  free 
world  can  and  must  be  a  part  of  a  balanced  economic  order. 

The.>^e  adjustments  are  both  entirely  feasible  and  eminently  desirable  in  the 
light  of  the  impressive  economic  growth  and  strength  of  other  leading  trading 
nations.  Indeed,  we  believe  our  objectives  are  shared  by  all  nations  with  a  funda- 
mental interest  in  a  stable  and  balanced  world  trading  and  monetary  system. 
We  also  share  a  common  concern  in  seeing  our  deficit  eliminated  by  means  con- 
sistent with  open  economies  and  expanding  trade. 

We  do  not  uudere-stimate  the  difficulties  of  the  process,  but  I  am  in  no  way 
disheartened  or  surprised  by  the  absence  of  instant  solutions  in  the  6  weeks 
since  the  President's  action.  The  simple  fact  is  that  progress  is  being  made.  In 
contrast  to  early  August,  I  believe  there  is  explicit  and  general  recognition  that : 
We  face  together  an  adjustment  problem  of  substantial  magnitude ;  there  is  a 
need  for  a  broad  realignment  of  relative  currency  values;  measures  outside  of 
the  exchange  rate  field  are  a  factor  in  restoring  lasting  strength  in  the  U.S. 
balance  of  payments ;  for  the  longer  run,  the  international  monetary  system 
requires  far-reaching  reform  including  a  lesser  role,  at  the  least,  for  gold. 

Indeed,  we  are  now  launched  into  an  agreed  program  of  work  toward  a  solu- 
tion in  all  these  areas  as  soon  as  feasible. 

Much  can  be  done  in  bilateral  and  multilateral  negotiations  in  the  weeks 
ahead. 

We  are  all  gratified,  I  believe,  that  we  have  progres.sed  this  far.  But  none  of 
us,  at  least  I  don't,  mistake  progress  in  understanding  and  agreement  on  i>roce- 
dures  for  the  hard  policy  decisions  necessary  for  a  satisfactory  solution.  Much 
difficult  work  remains,  both  of  an  urgent  and  of  a  painstaking  nature. 

As  you  know,  the  United  States  has  made  explicit  its  own  analysis  of  the 
needed  turnaround  in  our  own  balance  of  payments  i>osition.  It  reflects  the  hard 
fact  of  a  substantial  underlying  adverse  trend  in  our  trade  position. 

Some  have  urged  that  the  adjustment  sought  by  the  Unite(l  States  is  too  large. 
We  are  told  time  is  of  the  essence.  It  is  said  we  must  be  satisfied  with  an 
admittedly  partial  solution  lest  restrictions  and  even  retaliation  begin  and 
recessionary  forces  take  hold.  At  the  same  time,  we  are  told  that  the  quick  and 
partial  .solution  must  entail  a  change  in  the  official  dollar  price  of  gold  and  that 
our  surcharge  must  be  removed  as  a  prelude  to  negotiations. 

We  can  fully  appreciate  the  expres.^ed  concerns.  We  also  fully  understand 
that  our  surcharge — while  applied  across  the  l)oard  in  a  nondiscriminatory  way — 
as  a  practical  matter  affects  products  and  countries  unevenly.  We  are  conscious 
of  the  political  sensitivities  of  decisions  on  exchange  rates.  Yet,  in  the  interest 
of  frankly  discussing  the  i.ssues,  I  must  say  plainly  that  we  find  a  certain  in- 
con.si.stency  between  the  expres.sed  concerns  and  the  proposed  remedies. 

A  change  in  the  gold  price  is  of  no  economic  significance  and  would  be  patently 
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a  retrogressive  step  in  terms  of  our  objective  to  reduce,  if  not  eliminate,  the  role 
of  gold  in  any  new  monetary  system.  Removal  of  the  surcharge,  prior  to  making 
substiintial  progress  toward  our  objectives,  would  accomplish  nothing  toward 
correcting  the  balance  of  payments  deticit.  Nor  can  measures  by  others  to  resist 
exchange  rate  realignment  or  other  adjustment  measures  by  controls,  restraints, 
or  subsidies  help  the  process  of  resolving  the  situation  promptly  and  effectively. 

We  must  find  more  timely  arid  constructive  ways  to  meet  these  economic  and 
negotiating  proolems — to  avoid  the  contentious  issue  of  the  gold  price,  to  achieve 
the  earliest  possible  removal  of  the  surcharge,  and  to  help  determine  the  size 
and  distribution  of  the  needed  exchange  rate  realignment.  Paced  with  these 
difficulties,  I  believe  we  should  welcome  the  help  that  the  market  itself  can 
provide  in  reaching  crucial  decisions. 

Many  nations  already  are  allowing  their  currencies  temporarily  to  float,  but 
they  have  done  so  with  widely  varying  degrees  of  intervention  and  controls.  As 
a  result,  some  adjustments  clearly  needed  are  being  delayed  or  thwarted,  the 
process  of  multilateral  decisionmaking  impeded,  and  political  questions  multi- 
plied. In  this  i-espect,  our  surcharge  and  restrictions  on  capital  flows  could,  like 
those  applied  by  other  countries,  themselves  be  a  disturbing  influence. 

If  other  governments  will  make  tangible  progress  toward  dismantling  specific 
barriers  to  trade  over  coming  weeks  and  will  be  prei>ared  to  allow  market 
realities  freely  to  determine  exchange  rates  for  their  currencies  for  a  transi- 
tional period,  we,  for  our  part,  would  be  prepared  to  remove  the  surcharge. 

This  would  provide  one  possible  path  for  moving  expeditiously,  reversing  any 
tendency  to  maintain  and  extend  restrictive  trade  and  exchange  practices  and 
to  provide  more  satisfactory  arrangements  for  settling  individual  transactions, 
consistent  with  the  resolution  that  has  been  proposed  to  the  Governors. 

I  recognize  that  floating  rates  will  not  necessarily,  over  any  short  time  period, 
indicate  a  true  equilibi"ium.  I  also  know  full  well  from  experience  that  the 
present  fixed  rate  system  has  failed  to  maintain  an  equilibrium,  and  we  need 
assistance,  during  this  difficult  transitional  period,  from  the  objective,  im- 
personal forces  of  the  market  place  in  making  decisions. 

In  any  event,  we  will  continue  to  work  in  detailed  and  frank  negotiations, 
bilaterally  and  multilaterally,  to  seek  agreement  on  appropriate  measures  which 
may  most  fruitfully  achieve  and  maintain  the  needed  adjustments.  This  will  lay 
the  foundation  for  constructive  consideration  of  the  longer-term  problems  of  our 
trading  and  monetary  arrangements. 

I  am  following  with  great  interest  the  suggestions  of  other  Governors  con- 
cerning the  shape  of  the  future  world  monetary  system.  These  comments  bear 
out  what  President  Nixon  said  on  August  15  regarding  the  need  for  a  new 
monetary  system.  Cliairman  Schiller  foi-cefully  pointed  out  at  the  start:  We 
cannot  expect  or  wish  simply  to  go  back  to  the  old  and  familiar. 

In  contrast  to  the  world  that  faced  the  architects  at  Bretton  Woods,  there  is 
a  far  greater  balance  of  strength,  particularly  among  the  North  American,  the 
European,  and  Japanese  economies.  This  development — so  welcome  in  its  own 
right — in  turn  calls  for  a  different  and  moi'e  symmetrical  balance  of  opportuni- 
ties and  responsibilities. 

We  and  the  world  had  grown  accustomed  to  U.S.  deficits.  The  countei-part  of 
those  deficits  were  rather  persistent  surpluses  for  others,  and  those  surpluses 
helijed  satisfy  the  individual  goals  of  other  countries.  But  a  monetary  system 
dependent  on  U.S.  deficits  is  no  longer  tolerable,  economically,  financially,  or 
politically,  for  you  or  for  us. 

The  implications  are  fundamental.  A  return  to  specified  parities  without  U.S. 
deficits  will  require  ample  alternative  sources  of  official  liquidity,  internationally 
managed  and  controlled.  There  must  be  arrangements  for  ade<iuate  exchange 
rate  flexibility,  available  to  all  countries,  to  help  maintain  a  reasonable  pay- 
ments balance.  There  must  be  means — more  effective  than  those  incorporated  in 
the  Fund  Agreement  at  present — of  encouraging  timely  and  appropriate  action 
by  surplus  countries  which  escape  the  financial  pressures  forcing  adjustment 
on  deficit  countries. 

There  is  another  area  in  which  we  are,  in  a  sense,  victims  of  our  own  progress. 
As  economies  have  become  more  closely  intertwined,  as  international  capital 
markets  become  more  effective  and  efficient,  and  as  controls  and  restrictions 
are  reduced,  the  potential  for  volatile  and  disturbing  capital  fioWvS  expands 
enormously.  This  had  already  been  a  matter  for  international  consideration 
before  August  15  and  for  considerable  comment  at  this  meeting. 
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If  not  yet  unanimously  acceptable,  substantially  wider  margins  are  already 
viewed  as  a  necessary  part  of  any  establishment  of  new  parities.  Other  diflBcult 
questions  concern  the  mix  of  national  fiscal  and  monetary  policies,  joint  or 
coordinated  action  in  international-  money  markets,  and  the  proper  role,  if  any, 
for  limited  restrictions  on  financial  intermediaries — always  keeping  in  the  fore- 
front the  fundamental  need  of  free  and  comi)etitive  markets  to  serve  the  needs 
of  traders  and  investors. 

A  number  of  speakers  have  already  emphasized  that  whatever  the  particulars 
of  new  monetary  arrangements  a  fundamental  need  will  remain  for  fair,  widely 
understood,  and  enforceable  international  codes  of  conduct  in  trade  and  monetary 
matter.s.  1  share  that  emphasis.  The  further  corollary  is  that  the  International 
Monetary  Fund  itself  should  play  a  central  role  in  developing  and  monitoring 
such  codes. 

Discussions  of  these  matters  have  now  been  launched  not  only  in  the  Executive 
Board  but  in  the  Group  of  Ten.  In  emphasizing  the  need  for  these  discussions, 
I  also  note  these  matters  are  of  direct  interest  not  only  to  large  and  highly 
developed  countries  but  to  that  wider  spectrum  of  Fund  membership  ready  and 
able  to  assume  a  share  of  the  responsibility  for  maintaining  an  effective  mone- 
tary system. 

While  dealing  with  the  monetary  system  as  a  whole,  we  shall  for  our  part 
also  proceed  with  the  associated  task  of  dismantling  unfair  barriers  to  trade  and 
impediments,  including  our  own,  to  the  free  flow  of  long-term  capital. 

We  will  also  need  to  deal  with  many  questions  bearing  more  si>ecifically  upon 
the  economic  well-being  of  developing  countries.  My  Government  particularly 
welcomes  the  discussion  at  tliis  meeting  and  elsewhere  of  the  pressing  problems 
posed  by  population  trends  in  much  of  the  world,  the  new  emphasis  on  nutri- 
tional and  environmental  concerns,  and  the  more  careful  consideration  of  the 
implications  of  external  debt  burdens. 

We  are  impressed  by  the  growing  scope  of  the  traditional  activities  of  the 
World  Bank  and  its  affiliates  under  the  able  leadership  of  President  McXamara. 
President  Nixon  has  called  for  an  increase  in  the  emphasis  that  we,  ourselves, 
give  to  multilateral  institutions  in  our  development  assistance  effort,  and  we 
plan  to  continue  that  process. 

The  high  levels  of  lending  by  the  World  Bank  Group  are  supported  for  the 
most  part  by  Bank  borrowing  in  the  developed  countries.  Twenty-five  years  of 
activity  has  encouraged  increased  direct  financial  support  by  all  developed 
countries,  and  I  hope  other  nations  will  continue  to  open  their  capital  markets 
to  the  Bank. 

As  the  level  of  activity  expands,  the  Bank  must  take  even  more  care  with  the 
efficiency  and  effectiveness  of  its  operations  and  must  question  old  premises. 
It  is  in  this  light  that  I  welcome  the  evaluation  efforts  being  undertaken  by 
the  Bank.  It  is  important  not  only  that  we  en.sure  that  the  Bank  Group  processes 
projects  quickly  and  efficiently  but  also  that  its  funds  have  their  planned  im- 
pact— including  assurance  that  these  resources  are  reaching  all  the  people  of 
the  developing  countries. 

As  the  World  Bank  Group  further  develops  its  ambitious  plans,  I  must  also 
speak  frankly  of  our  owti  situation  and  intentions.  I  can  do  so  explicitly  with 
respect  to  the  pending  replenishment  of  the  International  Development  Associa- 
tion, without  which  the  plans  for  the  years  ahead  will  be  gravely  impaired. 

AVe  firmly  sup{)ort  that  replenishment.  In  reducing  our  total  of  assistance  by 
some  10  pei'cent  over  the  current  fiscal  year,  we  mean  to  avoid  any  reduction  in 
that  major  commitment.  Within  our  con.stitutional  sy.stem,  however.  IDA  re- 
plenishment requires,  but  has  not  yet  received,  congressional  approval.  The  fun- 
damental sympathy  and  support  of  the  Congress  for  IDA  over  the  years  has,  I 
believe,  been  amply  demonstrated.  Nevertheless,  Congress  will  have  to  be  con- 
vinced, as  never  before,  that :  First,  this  development  assistance  efficiently  serves 
to  promote  growth  in  the  developing  world  ;  and  second,  that  our  own  situation 
will  strengthen  to  the  i>oint  where  this  and  other  burdens  on  our  payments  can 
be  safely  assumed. 

All  these  official  efforts  must  be  supplemented  by  flows  of  private  capital. 
I  am  disturbed  when  I  .see  instances  of  developing  countries  treating  private  in- 
vestment in  a  manner  not  accei)ted  by  international  law.  In  a  world  already  .short 
of  capital  to  meet  pressing  demands,  the  adver.se  effects  on  the  investment  climate 
of  such  practices  are  bound,  in  a  very  tangible  sense,  to  deny  real  benefits  to  the 
people.  The  damage  in  reducing  the  flow  of  cai)ital  can  extend  beyond  the  parties 
immediately  involved  to  other  ix>tential  investors  or  recipients  of  funds. 


EXHIBITS  369 

It  is  in  this  context  that  the  United  States  firmly  supports  the  creation  of  the 
proposed  International  Investment  Insurance  Agency.  The  maintenance  of  a 
liealthy  climate  for  private  investment  in  those  countries  which  recognize  the 
important  role  such  investment  can  play  has  become  a  matter  of  concern  for  all 
such  nations.  The  interest  in  this  proposal  at  last  year's  meeting  has  not  yet 
produced  a  result.  I  am  hopeful  that  a  new  resolve  and  firmer  commitment  to 
this  idea  by  both  developed  and  developing  countries  will  produce  agreement  in 
the  coming  year. 

A  logical  complementary  development  would  be  more  active  reliance  on  the 
Center  for  the  Settlement  of  Investment  Disputes.  Of  course,  the  policies  of 
the  World  Bank  itself,  in  situations  when  existing  foreign  investments  are  un- 
fairly treated,  will  importantly  affect  the  future  climate  for  the  flow  of  public 
development  assistance  as  well  as  for  foreign  private  investment. 

In  conclusion,  I  would  only  reiterate  we  have  a  large  agenda  before  us.  We  all 
know  the  present  situation  has  both  risk  and  opportunity. 

We  should  not  fear  the  one  nor  fail  the  other. 

With  the  same  vision  that  motivated  those  at  Bretton  W^oods,  we  can  build  a 
better  monetary  and  trading  world. 

With  wisdom,  we  can  devise  monetary  arrangements  that  combine  an  essen- 
tial stability  with  the  capacity  to  adapt. 

With  courage,  we  can  move  together  to  reduce  restrictions  on  trade  and  pay- 
ments, in  recognition  of  our  mutual  dependence. 

With  patience,  we  can  work  together,  finding  a  balance  of  opportunity  and 
responsibility  for  rich  and  poor  alike  that  fits  the  imperatives  of  today's  world. 

These  qualities  are  present  in  the  men  who  have  come  to  Washington  this 
week  and  in  the  governments  they  represent.  You  can  be  sure  the  United  States 
will  join  you  in  the  vanguard  of  the  effort.  In  this  sure  knowledge,  I  look  ahead 
with  confidence. 


Exhibit  52. — Communique  of  the  Ministerial  Meeting  of  the  Group  of  Ten, 
December  17-18,  1971,  Washington,  D.C. 

1.  The  Ministers  and  Central  Bank  Governors  of  the  10  countries  participating 
in  the  General  Arrangements  to  Borrow  met  at  the  Smithsonian  Institution  in 
Washington  on  17th-18th  December  1971,  in  executive  session  under  the  chair- 
manship of  Mr.  J.  B.  Connally,  Secretary  of  the  Treasury  of  the  United  States. 
Mr.  P.-P.  Schweitzer,  the  Managing  Director  of  the  International  Monetary  Fund, 
took  part  in  the  meeting,  which  was  also  attended  by  the  president  of  the  Swiss 
National  Bank,  Mr.  E.  Stopper,  and  in  part  by  the  Secretary-General  of  the 
OECD,  Jonkheer  E.  van  Lennep,  the  General  Manager  of  the  Bank  for  Interna- 
tional Settlements,  Mr.  R.  Larre,  and  the  vice  president  of  the  Commission  of 
the  EEC,  Mr.  R.  Barre.  The  :Ministers  and  Governors  welcomed  a  report  from 
the  Managing  Director  of  the  Fund  on  a  meeting  held  between  their  deputies  and 
the  Executive  Directors  of  the  Fund. 

2.  The  ^Ministers  and  Governors  agreed  on  an  interrelated  set  of  measures  de- 
signed to  restore  stability  to  international  monetary  arrangements  and  to  provide 
for  expanding  international  trade.  These  measures  will  be  communicated  promptly 
to  other  governments.  It  is  the  hope  of  the  Ministers  and  Governors  that  all 
governments  will  cooperate  through  the  International  Monetary  Fund  to  permit 
implementation  of  these  measures  in  an  orderly  fashion. 

3.  The  Ministers  and  Governors  reached  agreement  on  a  pattern  of  exchange- 
rate  relationships  among  their  currencies.  These  decisions  will  be  announced  by 
individual  governments,  in  the  form  of  par  values  or  central  rates  as  they  desire. 
Most  of  the  countries  plan  to  close  their  exchange  markets  on  Monday.  The 
Canadian  Minister  informed  the  Group  that  Canada  intends  temporarily  to  main- 
tain a  floating  exchange  rate  and  intends  to  permit  fundamental  market  forces 
to  establish  the  exchange  rate  without  intervention  except  as  required  to  main- 
tain orderly  conditions. 

4.  It  was  also  agreed  that,  pending  agreement  on  longer  term  monetary  re- 
forms, provision  will  be  made  for  2%  percent  margins  of  exchange  rate  fluctua- 
tion above  and  below  the  new  exchange  rates.  The  Ministers  and  Governors 
recognized  that  all  members  of  the  International  Monetary  Fund  not  attending 
the  present  discussions  will  need  urgently  to  reach  decisions,  in  consultation  with 
the  International  Monetary  Fund,  with  respect  to  their  own  exchange  rates.  It 
was  the  view  of  the  Ministers  and  Governors  that  it  is  particularly  important 
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at  this  time  that  no  country  seek  jniproi)er  competitive  advantage  through  its 
exchange  rate  policies.  Changes  in  parities  can  only  be  justified  by  an  objective 
appraisal  which  establishes  a  position  of  disequilibrium. 

r>.  Questions  of  trade  arrangements  were  recognized  l)y  the  Ministers  and 
Governors  as  a  relevant  factor  in  assuring  a  new  and  lasting  equilil)rium  in  the 
international  economy.  Urgent  negotiations  are  now  underway  between  the  United 
States  and  the  Commission  of  the  European  Community,  Japan,  and  Canada  to 
resolve  pending  short-term  issues  at  the  earliest  possible  date  and  with  tlie  P^uro- 
pean  Community  to  establish  an  appropriate  agenda  for  considering  more  basic 
issues  in  a  framework  of  mutual  cooperation  in  the  course  of  1072  and  beyond. 
The  United  States  agreed  to  i)ropose  to  Congress  a  suitable  means  for  devaluing 
the  dollar  in  terms  of  gold  to  $38  i)er  ounce  as  soon  as  the  related  set  of  short- 
term  measures  is  available  for  congressional  scrutiny.  Upon  pas.sage  of  required 
legislative  authority  in  this  framework,  the  United  States  will  i)roi)ose  the  corre- 
sponding new  par  value  of  the  dollar  to  the  International  Monetary  Fund. 

6.  In  consideration  of  the  agreed  immediate  i*ea1ignment  of  exchange  rates, 
the  United  States  agreed  that  it  will  immediately  suppress  the  recently  imposed 
10  percent  import  surcharge  and  related  provisions  of  the  jo!)  develoi)ment 
credit. 

7.  The  Ministers  and  Governors  agreed  that  discussions  should  be  promptly 
undertaken,  particularly  in  the  framework  of  the  IMF.  to  consider  reform  of  the 
international  monetary  system  over  the  longer  term.  It  was  agreed  that  attention 
should  be  directed  to  the  appropriate  monetary  means  and  division  of  respon- 
sibiUties  for  defending  stable  exchange  rates  and  for  insuring  a  i)roper  degree 
of  convertibility  of  the  system  ;  to  the  proper  role  of  gold,  of  reserve  currencies, 
and  of  Special  Drawing  Rights  in  the  operation  of  the  system  :  to  the  api)ropriate 
volume  of  liquidity  ;  to  reexamination  of  the  permissible  margins  of  fluctua- 
tion around  established  exchange  rates  and  other  means  of  establishing  a  suitable 
degree  of  flexibility;  and  to  other  measures  dealing  with  movements  of  liquid 
capital.  It  is  recognize<l  that  decisions  in  each  of  these  areas  are  closely  linked. 


Exhibit  53. — Proclamation  by  President  Nixon,  December  20,  1971,  terminating 
additional  duty  for  balance  of  payments  purposes 

WHEREAS,  in  order  to  impose  a  surcharge  required  by  the  balance  of  pay- 
ments position  of  the  United  States,  Proclamation  4074.  dated  August  !."»,  1971, 
terminated  in  part  for  such  i)eriod  as  necessiiry  prior  Presidential  proclamations 
insofar  as  such  proclamations  were  inconsi.stent  with,  or  proclaimed  duties  dif- 
ferent from,  those  made  effective  pursuant  to  the  terms  of  Proclamation  4074; 

WHEREAS,  a  multilateral  agreement  has  been  reached  among  the  Group  of 
Ten  major  industrial  nations  which  permits  removal  of  the  surcharge ; 

WHERF]AS,  under  section  3r)0(a)  (6)  of  the  Tariff  Act  of  1930.  as  amended 
(hereinafter  referred  to  as  "the  Tariff  Act"),  and  .section  2r>,">(b)  of  the  Trade 
Expansion  Act  of  1962  (hereinafter  referred  to  as  "the  TEA"),  and  other  au- 
thority, the  President  may.  at  any  time,  terminate,  in  whole  or  in  i>art,  for 
such  period  as  may  be  necessary,  any  proclamation,  issued  pursuant  to  section 
3r.0  of  the  Tariff  Act  or  Title  II  of  the  TEA  : 

WHEREAS,  under  section  3r>0(a )  (1)  (P)  of  the  Tariff  Act  and  section  201 
(a)(2)  of  the  TEA.  the  President  may  proclaim  nifKlifications  of  any  existing 
duty  as  he  determines  to  be  required  or  appropriate  to  carry  out  trade  agree- 
ments entered  into  under  the  authority  of  those  acts  ;  and 

WHEREAS.  I  hereby  determine  that  modification  of  existing  duties  to  re-tore 
the  rates  of  duty  applicable  on  August  15,  1971,  terminated  in  part  for  such  pe- 
riod as  neces.sary  by  Proclamation  4074.  is  required  or  iippropriate  to  carry  out 
such  trade  agreements ; 

XOW,  THEREFORE.  I,  RICHARD  XIXOX.  President  of  the  United  States 
of  America,  acting  under  the  authority  vested  in  me  by  the  Constitution  and 
the  statutes,  including,  but  not  limited  to,  the  Tariff  Act,  and  the  TEA. 
resi)ectively,  do  proclaim  as  follows  : 

A.  I  hereby  termiuiite  paragraphs  P.  iind  C  of  Proclamation  4074. 

B.  I  hereby  procl.iini  sucli  modification  of  duties  as  is  necessary  to  restore 
the  rates  of  duty  in  effect  on  Augtist  1."),  1971. 

C.  To  implement  this  i)roclamation,  the  .sul)i)ai*t  in.serted  after  subpart  R  of 
part  2  of  the  Appendix  to  the  Tariff  Schedules  of  the  United  States,  entitled 
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"Subpart  C — Temporary  Modifications  for  Balance  of  Payments  Purposes" 
is  deleted  therefrom. 

D.  This  proclamation  shall  be  effective  with  respect  to  merchandise  entered, 
or  withdrawn  from  warehouse,  for  consumi)tion  on  or  after  December  20,  1971. 

IN  WITNESS  WHEREOF,  I  have  hereunto  set  my  hand  this  twentieth  day 
of  December  in  the  year  of  our  Lord  nineteen  hundred  and  seventy-one,  and 
of  the  Independence  of  the  United  States  of  America  the  one  hundred  and  ninety- 
sixth. 

Richard  Nixon. 


Exhibit  54. — Press  release,  February  11,  1972,  announcing  the  results  of  recent 
trade  negotiations  between  the  United  States  and  the  European  Community, 
and  a  joint  statement  on  international  economic  relations  issued  jointly  Feb- 
ruary 9,  1972,  by  the  United  States  and  Japan  on  results  of  recent  trade 
negotiations  between  the  two  countries 

Secretary  of  the  Treasury  John  B.  Connally  said  today,  "The  new  agreement 
announced  this  morning  between  the  United  States  and  the  European  Community 
is  a  step  forward  in  the  effort  to  assure  fair  trade  practices,  an  effort  that  began 
with  President  Nixon's  announcement  of  last  Aug.  15. 

"The  agreement  reflects  the  diligence  and  effective  effort  of  many  in  the  Gov- 
ernment, but  I  wish  to  pay  special  tribute  to  the  efforts  of  Ambassador  William  D. 
Eberle,  the  President's  .special  representative  for  trade  negotiations,  who  carried 
the  prime  responsibility  for  the  negotiation  in  its  latter  stages." 

A  declaration  between  the  United  States  and  the  European  Community  states 
their  agreement  to  initiate  and  support  a  comprehensive  review  of  international 
economic  relations  including  all  elements  of  trade  as  well  as  a  commitment  to 
continue  solving  problems  in  1972  in  the  General  Agreement  on  Tariffs  and 
Trade   (GATT).  The  declaration  is  attached  for  your  information. 

As  a  beginning  in  solving  trade  problems  and  opening  markets  for  expanding 
trade,  certain  short-term  measures  were  al.'-o  agreed  to. 

The  United  States  informed  the  European  Community  that  it  is  the  intent  of  its 
domestic  farm  programs  to  add  to  stocks  10  jjercent  of  its  production  of  grains  in 
the  1971-72  crop  year.  For  the  1972-73  crop  year  these  programs  provide  meas- 
ures intended  to  bring  about  the  withdrawal  of  18  million  acres  from  production 
of  feedgrains  and  8  million  acres  from  production  of  wheat. 

The  European  Community  will  add  1.5  million  metric  tons  to  normal  carryover 
stocks  of  wheat  which  had  previously  been  estimated  to  total  2.4  million  metric 
tons.  For  1972-73  the  Community  is  also  preimred  to  make  an  effort  in  stocks  in 
the  area  of  grains.  The  amount  of  the  stocks  will  be  determined  by  the  situation 
of  the  market,  which  will  be  the  subject  of  di.scussions  to  take  place  at  the  appro- 
priate time.  The  Community  will  until  the  end  of  the  1971-72  crop  year  operate 
its  system  of  export  payments  on  grains  so  as  not  to  divert  trade  in  its  favor. 

The  Euroi>ean  Community  intends  to  ensure  that  the  eventual  common  market 
tax  system  for  manufactured  tobacco  will  be  neutral,  will  enable  broader  com- 
I)etition,  and  will  be  reasonable  and  balanced  for  all  interests  concerned.  The 
Community  is  ready  to  have  discussions  with  the  United  States  at  an  appropriate 
time  on  the  question  of  fiscal  harmonization  on  tobacco  products.  The  Community 
announced  that  for  the  coming  2  years  the  duty  applicable  to  imports  of  fresh 
summer  oranges  from  the  United  States  and  other  non-preferential  suppliers  will 
be  reduced  from  15  percent  to  5  percent  during  the  major  part  of  the  U.S.  export 
season  (June  1-September  30).  The  duty  applicable  to  nonpreferential  imports 
of  grapefruit  will  be  reduced  from  6  percent  to  4  percent  for  the  period  April  1, 
1972-December  31,  1973.  The  accession  treaty  which  the  European  Community 
recently  concluded  with  Denmark,  Ireland,  Norway,  and  the  United  Kingdom 
is  being  submitted  to  the  GATT  for  examination  according  to  the  procedures  of 
that  agreement.  The  Community  has  stated  that  it  plans  to  furnish  to  the  GATT, 
in  goo<l  time,  the  documentation  re(iuired  to  permit  the  beginning  of  article 
XXIV :  6  tariff  renegotiations  immediately  after  completion  of  the  ratification 
procedurns  which,  ncf^ording  to  the  terms  of  the  treaty,  is  envisaged  for  Decem- 
ber 31,  1972,  at  the  latest. 

This  report  on  the  European  trade  settlement  was  referred  to  in  the  background 
material  submitted  with  Secretary  Connally's  letter  of  February  9  to  the  Speaker 
of  the  House  on  the  proposed  modification  of  the  par  value  of  the  dollar. 
470-716  0—72 26 
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DECLABATION 

Within  the  framework  of  their  negotiations,  the  United  States  and  the  Euro- 
pean Community  have  agreed  to  communicate  the  following  declaration  to  the 
Director  General  of  the  GATT  for  transmittal  to  the  contracting  parties.  Other 
contracting  parties  are  invited  to  associate  themselves  with  this  declaration  to 
the  extent  and  at  the  moment  they  would  deem  appropriate. 

The  United  States  and  the  Community  recognize  the  need  for  proceeding  with  a 
comprehensive  review  of  international  economic  relations  with  a  view  to  nego- 
tiating improvements  in  the  light  of  structural  changes  which  have  taken  place 
in  recent  years.  The  review  shall  cover  inter  alia  all  elements  of  trade,  including 
measures  which  impede  or  distort  agricultural,  raw  material  and  industrial 
trade.  Special  attention  shall  be  given  to  the  problems  of  developing  countries. 

The  United  States  and  the  Community  undertake  to  initiate  and  actively  sup- 
port multilateral  and  comprehensive  negotiations  in  the  framework  of  GATT 
beginning  in  1973  (subject  to  such  internal  authorization  as  may  be  required) 
with  a  view  to  the  expansion  and  the  ever  greater  liberalization  of  world  trade 
and  improvement  in  the  standard  of  living  of  the  people  of  the  world,  aims  which 
can  be  achieved  inter  alia  through  the  progressive  dismantling  of  obstacles  to 
trade  and  the  improvement  of  the  international  framework  for  the  conduct  of 
world  trade.  The  Community  states  that  in  appropriate  cases  the  conclusion 
of  international  commodity  agreements  is  also  one  of  the  means  to  achieve  these 
aims.  The  United  States  states  that  such  agreements  do  not  offer  a  useful  ap- 
proach to  the  achievement  of  these  aims. 

The  negotiations  shall  be  conducted  on  the  basis  of  mutual  advantage  and 
mutual  commitment  with  overall  reciprocity,  and  shall  cover  agricultural  as 
well  as  industrial  trade.  The  negotiations  should  involve  active  participation  of 
as  many  countries  as  possible. 

The  United  States  and  the  Community  agree  to  initiate  and  support  in  1972  an 
analysis  and  evaluation  in  the  GATT  of  alternative  techniques  and  modalities 
for  multilateral  negotiation  of  long-term  problems  affecting  all  elements  of  world 
trade. 

The  United  States  and  the  Community  will  seek  to  utilize  ev^ery  opportunity  in 
the  GATT  for  the  settlement  of  particular  trade  problems,  the  removal  of  which 
would  lessen  current  frictions,  and  will  strive  for  further  progress  with  respect 
to  those  matters  now  being  discus.sed  in  the  GATT  Committee  on  Trade  in  In- 
dustrial Products  and  the  GATT  Agriculture  Committee.  They  agree  that  prog- 
ress in  GATT  in  solving  specific  problems  in  1972  could  facilitate  the  way  in  the 
GATT  for  a  new  major  initiative  for  dealing  with  longer  term  trade  problems. 

LETTTEai  FROM   U.S.   REPRESENTATIVE  TO  EC   REPRESENTATIVE,   FEBRUARY    H,    1972 

Dr.  Theodorus  C.  Hijzen 

Director  General  for  External  Trade,  Commission  of  the  European  Communities, 

Brussels,  Belgium 

Sir  :  I  herewith  wish  to  confirm  that  in  the  course  of  the  negotiations  between 
the  United  States  and  the  European  Community  the  United  States  made  known 
that  it  is  the  intent  of  its  domestic  farm  programs  to  add  to  stocks  10  percent 
of  its  production  of  grains  (estimated  to  be  231  million  metric  tons)  in  the 
crop  year  1971/72.  Moreover  the  United  States  made  known  that  it  is  the  intent  of 
its  farm  programs  to  bring  about  the  additional  withdrawal  of  18  million  acres 
from  the  production  of  feedgrains  and  of  8  million  acres  from  the  production 
of  wheat  for  the  1972/73  crop  year. 

The  United  States  takes  note  of  the  Community's  statement  regarding  the 
fiscal  harmonization  for  manufactured  tobacco  and  declares  its  intention  to  avail 
itself,  as  appropriate,  of  the  opportunity  offered  by  the  Community  to  discuss 
this  subject,  without  prejudice  to  other  avenues  of  pursuing  its  interests. 

The  United  States  recognizes  that  the  European  Community  accepts  the  prin- 
ciple of  reciprocity  and  mutual  advantage  as  a  basis  for  solving  pending  issues 
in  their  economic  relations  and  will  approach  problems  raised  by  the  European 
Community  in  this  spirit. 
Very  truly  yours, 

For  the  Government  of  the  United  States  of  America, 
(Signed)     William  D.  Eberle 
Special  Representative  for  Trade  Negotiations. 


EXHIBITS  373 

LETTER  FBOM  EC  REPRESENTATIVE  TO  U.S.  REPRESENTATIVE 

Brussels,  February  11,  1972. 

[UnoflScial  translation] 

Mr.  Ambassador  :  I  herewith  wish  to  confirm  that  in  the  course  of  the  negotia- 
tions between  tlie  European  Community  and  the  United  States,  the  European 
Community  stated  its  intention  to  take  the  following  measures  : 

1.  Stockpiling  of  grains 

During  the  crop  year  1971/72,  the  Community  will  add  1.5  million  tons  to 
its  normal  carryover  stocks  of  wheat  hitherto  anticipated  to  be  2.4  million  tons. 

For  the  crop  year  1972/73,  the  Community  is  equally  ready  to  make  a 
stockpiling  effort  in  the  area  of  grains. 

The  amount  of  the  stockpiling  will  be  determined  by  the  situation  of  the 
market,  which  will  be  the  subject  of  discussions  to  take  place  at  an  opportune 
tune. 

2.  Export  restitutions 

In  the  practical  implementation  of  its  export  restitutions  systems  for  grains 
until  the  end  of  the  1971/72  crop  year,  while  conforming  to  the  rules  of  the 
common  agricultural  policy,  the  Community  will  take  care  that  the  system 
does  not  result  in  trade  diversions  in  favor  of  the  Community. 

3.  Oranges  and  grapefruit 

The  duty  applicable  to  Community  imports  of  sweet  oranges  (ex  08.02  A) 
from  the  United  States  and  other  MFN  suppliers  in  the  periods  June  1  to  Sep- 
tember 30,  1972  and  June  1  to  September  30,  1973  will  be  5  percent  ad  valorem. 

The  duty  applicable  to  Community  imports  of  fresh  grapefruit  (08.02  D)  from 
the  United  States  and  other  MFN  suppliers  during  the  period  from  April  1, 
1972  through  December  31, 1973  will  be  4  percent  ad  valorem. 

4.  Tobacco 

The  Community  declares  that  in  establishing  the  fiscal  system  necessary  for 
the  institution  of  a  common  market  from  manufactured  tobacco  it  is  its  inten- 
tion to  ensure  that  the  fiscal  imposition  to  be  introduced  be  neutral,  that  it 
conform  with  the  necessity  of  broader  competition  and  that  it  be  reasonable 
and  balanced  for  all  interests  concerned. 

The  Community  is  ready  to  have  discussions  with  the  United  States  at  an 
appropriate  time  on  the  question  of  fiscal  harmonization  on  tobacco  products. 

5.  Accession  Treaty 

The  Accession  Treaty  will  be  notified  to  GATT  immediately  upon  signature. 
Examination  of  the  Accession  Treaty  will  be  undertaken  in  the  GATT  according 
to  Article  XXIV  procedures  as  soon  as  the  texts  have  been  transmitted  to 
the  CONTRACTING  PARTIES.  This  examination  will,  as  is  the  custom,  in- 
volve all  provisions  of  these  agreements  which  are  relevant  to  the  competence 
of  the  GATT.  The  Community  plans  to  furnish  to  the  GATT,  in  good  time, 
the  documentation  required  to  permit  the  beginning  of  Article  XXIV :  6  tariff 
renegotiations  immediately  after  completion  of  the  ratification  procedures  which, 
according  to  the  provisions  of  the  Treaty,  is  envisaged  for  the  31st  December 
1972  at  the  latest. 

The  European  Community  recognizes  that  the  United  States  accepts  the  prin- 
ciple of  reciprocity  and  mutual  advantage  as  a  basis  for  solving  pending  issues 
in  their  economic  relations  and  will  approach  problems  raised  by  the  United 
States  in  this  spirit. 

Please  accept,  Mr.  Ambassador,  assurances  of  my  greatest  respect. 

For  the  Council  of  the  European  Community, 
(Signed)     Th.  C.  Hijzen 

EUROPEAN   COMMUNITY   CONCESSIONS 

Grain  storage 

The  European  Community  will  add  1.5  million  metric  tons  of  wheat  to  its 
normal  carryover  stocks.  This  is  in  addition  to  2.4  million  tons  already  ear- 
marked for  storage.  For  the  crop  year  1972-73,  the  Community  will  make  a 
further  stockpiling  effort  in  the  area  of  grains.  The  amount  of  the  stockpiling 
will  be  determined  by  the  situation  of  the  market  at  the  time  and  will  be  the 
subject  of  discussions  as  needed. 
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In  1971,  European  grain  crops  were  exceptionally  heavy.  European  grain 
supplies  would  have  a  depressing  impact  upon  the  international  market  situa- 
tion if  entirely  moved  into  use  or  exports  during  the  remaining  months  of  the 
current  season.  The  Community  decision  to  add  to  stocks  will  help  to  balance 
supply  and  demand.  Also,  in  view  of  the  actions  already  being  taken  by  other 
major  grain  trading  countries  to  prevent  market  instability  both  in  the  current 
season  and  for  the  year  ahead,  the  Community  undertakings  are  consistent 
with  its  responsibilities  in  the  international  grain  trade.  Since  surplus  amounts 
of  EC  wheat  are  regularly  used  for  animal  feed  in  replacement  of  feed  grains, 
the  Community  storage  measures  can  affect  the  trade  situation  for  both  wheat 
and  feed  grains. 

In  the  1970-71  season,  the  Community  imported  almost  9  million  metric 
tons  of  wheat  and  feed  grains  from  the  United  States,  valued  at  approximately 
$500  million.  The  EC  normally  takes  15  to  20  percent  of  total  world  grain 
exports  and,  in  addition,  is  itself  a  major  exporter  of  soft  wheat,  wheat  flour, 
and  feed  grains. 

Grain  prices 

The  Community  has  agreed  that  in  the  practical  implementation  of  its  export 
restitution  systems  for  grains  for  the  balance  of  the  current  1971-72  crop  year, 
it  will  take  care  that  the  system  does  not  result  in  trade  diversion  in  favor  of 
the  Community. 

This  undertaking  recognizes  that  excessively  high  restitutions  can  disrupt  trade 
patterns  and  cause  grain  exporting  countries  such  as  the  United  States  to  lose 
traditional  market  outlets.  European  Community  corn  and  barley  exports  com- 
pete with  corn  and  barley  from  the  United  States  mainly  in  other  markets  of 
Western  Europe,  such  as  Spain  and  the  United  Kingdom.  They  are  also  a  ix>tential 
source  of  competition  in  Eastern  Europe  and  developing  markets  elsewhere.  Com- 
munity wheat  exports  also  compete  in  Western  European  markets  such  as  the 
United  Kingdom  and  are  a  potential  source  of  competition  in  a  large  numl)er  of 
other  traditional  U.S.  markets  outside  of  Western  Europe  as  well.  The  EC  gen- 
eral export  restitutions  as  of  February  1972  are  $46  per  metric  ton  for  wheat, 
$37  for  barley,  and  $22  for  com. 

Tobacco 

The  European  Community  declares  that  in  establishing  the  fiscal  system  neces- 
sary for  the  institution  of  a  common  market  for  manufactured  tobacco  products 
it  is  its  intent  to  ensure  that  the  fiscal  imposition  to  be  introduced  be  neutral,  that 
it  conform  with  the  necessity  of  broader  competition,  and  that  it  be  reason- 
able and  balanced  for  all  interests  concerned.  The  Community  is  ready  to  have 
discussions  with  the  United  States  at  an  appropriate  time  on  the  question  of  fiscal 
harmonization  on  tobacco  products. 

The  EC  common  tax  system  is  still  in  the  initial  stages  of  formulation.  It  is  to 
be  implemented  in  stages  and  be  in  effect  by  1980  and  will  consist  of  some  com- 
bination of  specific  and  ad  valorem  elements  ;  for  example,  the  first  stage  formtila 
adopted  by  Germany  last  July  contains  a  25  percent  ad  valorem  element  and  a  75 
percent  specific  element.  To  the  extent  that  there  is  an  ad  valorem  element  in  the 
final  formula  the  retail  price  of  cigarettes  manufactured  from  high  quality  U.S.- 
type  tobacco  will  be  increased  relative  to  the  retail  price  of  cigarettes  manufac- 
tured from  less  expensive  tobaccos  available  from  EC  membf^r  states  and 
associates.  Therefore,  the  higher  the  ad  va'erom  element  the  greater  the  manu- 
facturer's incentive  to  shift  away  from  using  high  quality  U.S.  leaf  and  toward 
cheaper  tobaccos  grown  elsewhere  in  the  world. 

Nearly  one-third  of  U.S.  tobacco  exports  now  goes  to  the  EC.  This  proportion 
woukl  approach  60  percent  in  an  enlarged  Community  since  it  would  then  include 
both  our  best  customers,  the  United  Kingdom  and  Gennany.  U.S.  tobacco  exi)orts 
to  the  EC  plus  the  four  applicants  were  valued  at  $328  million  in  fiscal  1970  and 
$327  million  in  fiscal  1971. 

Citrus  fruit 

The  European  Community  has  agreed  that  it  will  reduce  the  common  external 
tariff  on  fresh  oranges  from  15  percent  ad  valorem  to  5  percent  during  the  months 
of  June  through  September  in  1972  and  again  in  1973.  The  common  external  tariff 
is  the  schedule  of  customs  duties  on  imports  from  the  ITnited  States  and  other 
countries  that  do  not  benefit  from  .special  preferential  rates  of  dut.v.  Preferential 
rates  apply  to  oranges  importe<l  from  Mediterranean  countries  such  as  Spain, 
Israel,  Morocco,  and  Tunisia. 
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The  European  Community  a^so  agreed  that  beginning  April  1,  1972,  and  con- 
tinuing until  the  end  of  1973,  the  common  external  tariff  on  grapefruit  will  be 
reduced  from  6  percent  ad  valorem  to  4  percent.  A  preferential  rate  applies  to 
grapefruit  imported  from  Israel. 

The  effect  of  these  changes  is  to  reduce  the  trade  advantage  that  lower  pref- 
erential duties  give  to  imports  from  the  Mediterranean  area  and  to  expand  the 
market  for  oranges  and  grai>efruit  in  the  EC.  Exports  of  U.S.  oranges  to  the  EC 
in  fiscal  1971  totalled  over  $8  million.  Exports  of  grapefruit  to  the  EC  totalled 
over  $2  million  in  fiscal  1971. 

Joint  Statement  on  International  Economic  Relations 

(February  9,  1972) 

Japan  and  the  United  States  today  made  the  following  declaration  and  agreed 
to  communicate  the  declaration  to  the  Director  General  of  the  GATT  for  trans- 
mittal to  the  contracting  parties.  Other  contracting  parties  are  invited  to  associate 
themselves  with  this  declaration  to  the  extent  and  at  the  time  which  they  would 
deem  appropriate. 

Japan  and  the  United  States  recognize  the  need  for  proceeding  with  a  compre- 
hensive review  of  international  economic  relations  with  a  view  to  negotiating 
improvements  in  it  in  the  light  of  structural  changes  which  have  taken  place  in 
recent  years.  The  review  shall  cover  inter  alia  all  elements  of  trade,  including 
measures  which  impede  or  distort  agricultural,  raw  material  and  industrial  trade. 
Special  attention  sha'l  be  given  to  the  problems  of  developing  countries. 

Japan  and  the  United  States  wil'  seek  to  utilize  every  opportunity  in  the  GATT 
for  the  settlement  of  trade  problems,  the  removal  of  which  would  lessen  current 
trade  distortions,  and  will  strive  for  further  progress  with  respect  to  those  mat- 
ters now  being  discussed  in  the  GATT  Committee  on  Trade  in  Industrial  Products 
and  the  GATT  Agriculture  Committee.  Japan  and  the  United  States  agree  that 
progress  in  GATT  in  solving  some  problems  in  1972  could  facilitate  the  way  in  the 
GATT  for  a  new  major  initiative  for  dea'ing  with  longer  term  trade  problems.  To 
this  end  they  a'so  agree  in  1972  to  analyze  and  evaluate  in  the  GATT  alternative 
techniques  and  modalities  for  multilateral  negotiation  of  long-term  problems 
affecting  all  elements  of  world  trade. 

Japan  and  the  United  States  undertake  to  initiate  and  actively  support  multi- 
lateral and  comprehensive  negotiations  in  the  framework  of  GATT  beginning  in 
1973  (subject  to  such  internal  authorization  as  may  be  required)  with  a  view  to 
the  expansion  and  liberalization  of  world  trade,  improvement  in  the  international 
framework  for  the  conduct  of  commercial  relations,  and  improvements  in  the 
standard  of  living  of  the  people  of  the  world.  These  multilateral  negotiations  shall 
be  conducted  on  the  basis  of  mutual  advantage  and  mutual  commitment  with  over- 
all reciprocity  and  shall  cover  agricultural  as  well  as  industrial  trade.  The  negoti- 
ations should  involve  active  participation  of  as  many  countries  as  possible. 

Agricultural  Products 

Hoyheans  and  soybean  products 

Japan  will  eliminate  its  2.40  yen  per  kilogram  duty  (ad  valorem  equivalent  of 
5.6  percent)  on  soybeans  April  1,  1972.  This  tariff  elimination  is  of  major  im- 
portance since  soybeans  are  the  largest  single  U.S.  export  to  Japan.  In  1970  Japan 
imported  $366  million  of  soybeans,  of  which  the  United  States  supplied  $330  mil- 
lion. It  is  expected  that  the  duty  elimination  will  increase  U.S.  soybean  exports 
to  Japan. 

Japan  will  reduce  its  duty  on  soybean  oil  by  approximately  10  percent — from 
28  yen  per  kilogram  to  25  yen  per  kilogram  for  oil  of  an  acid  value  not  exceeding 
0.6  and  from  20  yen  per  ki'ogram  to  17  yen  per  kilogram  for  oil  of  an  acid  value 
exceeding  0.6.  Japan's  imports  of  soybean  oil  in  1970  were  valued  at  $1.4  million, 
of  which  $1.2  million  was  supplied  by  the  United  States.  Japan  will  also  eliminate 
its  5  percent  duty  on  soybean  meal  for  human  consumption.  These  actions  vrill 
have  Mmited  effect  on  increasing  U.S.  exports.  The  major  export  interest  of  the 
United  States  in  soybean  products  is  soybean  meal  for  animal  feed  which  already 
enters  Japan  free  of  duty. 

Citrus  products 

Japan  will  increase  the  size  of  its  import  quotas  for  fresh  oranges,  and  orange 
and  grapefruit  juice  in  Japan  Fiscal  Year  (JFY)  1972  (April  1,  1972-March  31, 
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1973).  The  orange  quota  will  be  increased  from  7,800  MT*  to  12,000  MT.  The 
United  States  is  the  major  supplier  of  Japan's  fresh  orange  imports.  In  calendar 
year  11)70  the  United  States  shipped  4,044  MT  worth  $1.4  million  out  of  a  total 
of  4,313  MT  imported  by  Japan.  Most  of  the  new  quota  is  likely  to  be  filled  from 
U.S.  sources. 

Japan  will  establish  a  2,500  MT  quota  for  orange  juice  (single-strength;  or 
500  MT  of  concentrate  on  a  5  to  1  concentrate  basis),  a  1,500  Ml'  (juota  for  certain 
other  juices  (primarily  grapefruit  juice)  and  maint<iiu  a  .500  MT  quota  for  orange 
and  pineapple  juice  for  hotel  use,  in  JFY  1972,  for  a  total  of  4,500  MT  (single- 
strength  basis).  The  totals  were  3,000  MT  in  JFY  1970  and  1,500  MT  in  JFY 
1971.  The  United  St^ites  is  the  major  supplier  of  these  juices  ($543,000  or  1,870  MT 
out  of  $634,000  total  imports  in  1970) . 

Livestock  and  meat 

Japan  will  establish  a  5,000-head  duty-free  tariff  rate  quota  for  imports  of 
feeder  cattle  by  producer  organizations  for  JFY  1972.  Japan  had  increased  the 
duty  on  feeder  cattle  from  free  to  about  100  percent  ad  valorem  equivalent  when 
the  import  quota  was  removed  on  October  1, 1971. 

The  current  500  MT  quota  for  high  (luality  beef  destined  for  hotel  use  will 
be  increased  by  Japan  to  1,000  MT  in  JFY  1972.  U.S.  high  quality  beef  exports 
to  Japan  were  435  MT  worth  ,$1.4  million  in  1970. 

Other  agricultural  products 

Japan  will  eliminate  its  2.5  percent  duty  on  inedible  tallow  by  April  1,  1972. 
Japan  imported  $53.4  million  worth  of  inedible  tallow  in  calendar  year  1970  of 
which  $39.3  million  were  supplied  by  the  United  States. 

Also  of  benefit  to  U.S.  exporters  will  be  a  reduction  in  the  duty  on  turkey  meat 
from  15  percent  to  10  percent.  Japan  will  implement  this  action  on  April  1,  1972. 
Japan  imported  $480,000  worth  of  turkey  meat  from  the  United  States  in  1970 
out  of  total  turkey  meat  imports  of  $500,000. 

Japan  will  remove  its  imimrt  quota  restriction  on  tomato  puree  and  tomato 
paste  on  April  1.  1972.  Of  total  Japanese  imports  of  ,$929,000  in  1970  the  United 
States  supplied  only  $42,000  worth  of  these  products. 

Japan  will  reduce  its  tariffs  by  an  average  of  10  i>ercent  on  approximately  10 
other  agricultural  products  of  interest  to  the  United  States  (Annex  B).  The 
United  States  exported  $6  million  of  these  products  to  Japan  in  1970. 

Industrial  Products  and  Administrative  Nontariff  Barriers  to  Trade 

Import  quotas 

Japan  removed  on  February  1,  1972,  without  an  increase  in  duty,  its  import 
quota  restrictions  on  light  aircraft  (under  20,000  lbs.)  and  parts,  computer 
peripheral  equipment  except  memory  and  terminal  devices  (.see  Annex  A), 
radar  apparatus  for  aircraft  (for  ground  and  airborne  use),  radio  navigational 
aid  apparatus  for  aircraft,  and  radio  remote  control  apparatus  for  aircraft 
(for  ground  and  airborne  use).  U.S.  exports  to  Japan  of  these  items  in  1970  were 
valued  at  approximately  $66  million.  Japan  will  also  remove  on  the  same  date 
its  import  quota  restrictions  on  light  and  heavy  oil  and  sulfur,  but  increase  its 
duties  on  these  items.  Japan  imported  .$21.7  million  of  light  and  heavy  oil  from  the 
United  States  in  1970.  In  response  to  a  U.S.  request  that  Japan  establish  a  plan 
and  timetable  for  the  elimination  of  its  remaining  quantitative  import  restric- 
tions on  agricultural  and  industrial  items  inconsistent  with  Japan's  GATT  obli 
gations,  Japan  stated  it  would  make  its  best  efforts  to  do  so. 

A  U.S.  technical  team  will  vi.sit  Japan  later  this  year  to  discuss  possible  ways 
by  which  Japan  could  ease  and  eventually  remove  its  import  quota  restrictions 
on  computers,  computer  memory  and  terminal  devices  and  computer  parts. 

Tariffs 

Japan  will  reduce  by  10  percent  its  tariffs  on  computers,  computer  peripheral 
equipment,  machine  tools,  color  photographic  film  and  X-ray  film.  Th(>se  item^ 
together  accounted  for  about  $215  million  in  Japan's  imports  from  the  T'nited 
States  in  1970.  .Japan  also  stated  its  intention  to  reduce  its  tariffs  by  an  average 
of  about  10  percent  on  other  industrial  products  covering  about  .$(50  million 
in  its  1970  imports  from  the  United  States  (see  Annex  B).  The  items  of  sig- 
nificance to  the  United  States  include  organic  surface  active  agents ;  image  pro- 

•Metrlc  ton  :  2,204.6  lbs. 
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jectors  and  parts;  air  conditioners;  refrigerators;  cosmetics;  photo  enlargers, 
reducers  and  apparatus  for  developing  and  printing;  and  gramophones  and 
record  players.  Japan  will  also  reduce  its  tariff  on  automobiles  from  10  percent 
to  8  percent. 

Antomohilc  excise  tax 

Japan  will  reduce  on  April  1,  1972,  its  internal  excise  tax  on  large-sized  and 
medium-sized  cars — now  40  percent  and  30  percent,  respectively- — to  20  percent. 
This  action  will  largely  remove  the  de  facto  discrimination  which  subjects 
tbe  larger  I'.S.  antomo'iiles  to  a  disproportionately  higher  tax  rate.  The  current 
15-percent  rate  for  small  cars  will  remain.  No  U.S.-produced  small  cars  fall  into 
the  15-percent  category  because  they  do  not  meet  the  criteria,  which  are  based  on 
cylinder  capacity,  wheel  base,  and  width  limitations,  for  the  lower  rate.  Japan 
imported  $23  million  of  automobiles  from  the  United  States  in  1970. 

Automatic  import  quota  system  {AIQ) 

Japan  reduced  the  number  of  items  under  its  AIQ  system  to  zero  in  February 
1972.  The  AIQ  system  required  that  certain  products  freed  from  import  quota 
control  (IQ  system)  would  still  undergo  "automatic"  government  licensing.  This 
system  provided  an  opportunity  for  Japanese  Government  oflScials  to  use  "ad- 
ministrative guidance"  against  imports.  The  number  of  items  under  the  AIQ 
system  had  been  reduced  earlier  from  253  in  January  1969  to  11  in  October  1971. 
Three  items,  including  heavy  hydrogen,  will  continue  to  be  controlled  by  other 
means. 

Importation,  wholesale  and  service  facilities  in  Japan 

Japan  will  approve,  in  principle,  the  establishment  of  wholly-owned  foreign 
sales  subsidiaries  which  engage  in  importation  and  wholesale  activities  (ware- 
housing sales  to  wholesale  and  retail  outlets)  and  service  facilities  in  Japan, 
except  for  computers  and  related  activities  and  petroleum  distribution.  Japan 
will  also,  in  principle,  automatically  approve  the  receiving  and  remittance  of 
funds  by  foreign  branches  engaged  in  these  activities.  The  lil>eralization  of 
Japanese  restrictions  in  this  area  will  be  of  considerable  help  in  promoting 
the  sale  and  distribution  of  American  products  in  Japan.  Japan  noted  that  it 
does  not  consider  the  cutting  of  film  and  blending  or  mixing  of  co.smetics  as  whole- 
sale activities  but  as  manufacturing  activities. 

Standard  method  of  settlement  requirement 

Payments  for  all  imports  into  Japan  must  l>e  made  within  120  days  of  customs 
clearance  and  cannot  be  prepaid,  unless  an  exception  is  granted  by  the  Japanese 
Ministry  of  International  Trade  and  Industry  (MITI).  Japan  will  henceforth 
approve  individual  applications  for  consignment  or  prepayment  contracts  on  a 
case-by -case  basis.  This  action  will  enable  U.S.  suppliers  to  conclude  consignment 
sales  contracts  for  such  purposes  as  floor  display,  stock  or  demonstration. 

ANNEX  A.— COMPUTER  PERIPHERAL  EQUIPMENT 

Fo  be  Itberalized  but  their  terminal  devices  will  not  be  liberalized 

Input  machines,  output  machines  and  input -output  machines: 

Card  reader  Magnetic  ink  character  reader 

Card  punch  Character  display 

Line  printer  Graphic  display 

Paper  tape  reader  Audio  response  unit 

Paper  tape  punch  Plotter 

Paper  tape  reader  punch  Computer  input  micro  fllmer 

Optical  character  reader  Computer  output  micro  fllmer 

Optical  mark  reader  Etc. 

Control  units: 

Input-output  control  unit  Magnetic  drum  control  unit 

Communication  control  unit  Magnetic  tape  converter 

Magnetic  disc  control  unit  Magnetic  tape  printer 

Not  to  be  liberalized 

Memory  Equipment: 

Magnetic  disc  memory  equipment  Magnetic  tape  equipment 

Magnetic  disc  pack  memory  equipment  Magnetic  drum  equipment,  etc. 

Note:— Terminal  devices  are  ^uch  input  machine?,  output  machines,  input-output  machines  and  control 
units  as  are  connected  to  the  main  body  of  computer?  by  telecommunication  circuits 
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ANNEX  B.— TARIFF  REDUCTION  AND  ELIMINATION  SCHEDULE')  ON  APRIL  1,   1972 

[Illustrative  List] 


Tariff  item 


Description  of  products 


Rates  of  duty 
presently  in  force 


Proposed  rates  of 
duty 


Ex  01.02 


Ex  02.02 
Ex  07.01 


Feeder  cattle. 


09.01-l-(2) 

09.02-l-(l) 

09.02-l-(3) 

10.02 

12.01-1 

12.01-3 

12.01-7 

12.07-2 


16.02-1 
05.02-2 
16.07-1-(1) 

16.07-l-(2) 

15.07-2-(l) 

15.07-2-(2) 

15.07-3-(l) 

15.07-3-(2) 

15.07-4-(l) 

15.07-4-(2) 

Ex  16.07-5 

15.07-14-(1) 

16.07-14-(2) 

21.03-1 

21.03-2 

22.03 
Ex  22.06-2 


22.09-l-(l)A 


22.09-l-(l)B 
22.09-l-(2)A 


23.04-1 

Ex  28.04-4 
33.06-1 

33.06-3 

Ex  33.06-5 

Ex  33.06-6 

34.02-1 

37.01-1 


Turkeys,  fresh,  chilled  or  frozen 

Onions,  fresh  or  chilled 

Value  for  customs  duty  of: 

Not  more  than  51  yen/kg 

More  than  51  yen/kg  but  not  more 
than  56.1  yen/kg. 


More  than  56.1  yen/kg 

Coflee  (roasted) 

Black  tea— put  up  for  sale  by  retail.. 

Other  black  tea 

Rye 

Soybeans 

Rapeseeds  and  mustard  seeds 

Safflower  seeds 

Insect  flower 


Beef  tallow 

Sheep  tallow,  goat  tallow,  etc 

Soybean  oil  of  an  acid  value  exceeding 
0.6. 

Soybean  oil  of  an  acid  value  not  ex- 
ceeding 0.6. 

Ground-nut  oil  of  an  acid  value  ex- 
ceeding 0.6. 

Ground-nut  oil  of  an  acid  value  not 
exceeding  0.6. 

Rapeseed  oil  and  mustard  seed  oil  of 
an  acid  value  exceeding  0.6. 

Rapeseed  oil  and  mustard  seed  oil  of 
an  acid  value  not  exceeding  0.6. 

Sunflower  seed  oil  of  an  acid  value 
exceeding  0.6. 

Sunflower  seed  oil  of  an  acid  value  not 
exceeding  0.6. 

Cottonseed  oil  of  an  acid  value 
exceeding  0.6. 

Other  fixed  vegetable  oils  of  an  acid 
value  exceeding  0.6. 

Other  fixed  vegetable  oils  of  an  acid 
value  not  exceeding  0.6. 

Mustard  flour  and  prepared  mustard 
(put  up  for  sale  by  retail). 

Mastard  flour  and  prepared  mustard 
(other). 

Beer  made  from  malt 

Wine  of  fresh  grapes  and  grape  must 
with  fermentation  arrested  by  the 
addition  of  alcohol  (in  containers  of 
capacity  more  than  150  liters,  exclud- 
ing sparkling  wines). 

Whisky  (of  an  alcoholic  strength  of  50° 
or  higher,  excluding  those  in  con- 
tainers of  a  capacity  less  than  2  li  ters) . 

Other  whisky _ 

Brandy  (of  an  alcoholic  strength  of  50° 
or  higher,  excluding  those  in  con- 
tainers of  a  capacity  less  than  2 
liters). 

Oil-cake  and  other  residues  resulting 
from  the  extraction  of  soybean  oil. 

Phosphorus 

Perfumed  water  including  eau  de 
cologne  and  the  like. 

Perfumed  hair  oil,  cream,  pomade, 
rouges  and  other  preparations  of  oils, 
fats  or  waxes. 

Manicure  preparations,  shaving  prep- 
arations and  incenses. 

Other  perfumery,  cosmetics  and  toilet 
preparations. 

Organic  surface-active  agents  and 
surface-active  preparations. 

X-ray  plates  and  film  in  the  flat 


45,000  yen/head T.Q.— primary 

rate:  free;  second- 
ary rate:  45,000 
yen/head 

15  percent 10  percent 

10  percent 


10  percent 

56. 1  yen/kg  minus 

value  for  customs 
duty 

Free 

36  percent 30  percent 

35  percent 30  percent 

20  percent _ 6  percent 

15  percent 5  percent 

2.4  yen/kg Free 

4yen/kg Free 

2.5  percent Free 

20  percent T.Q.— primary  rate: 

free;  secondary 
rate:  20  percent 

2.5  percent Free 

2.5  percent Free 

28  yen/kg  17yen/kg 


28yen/kg  25yen/kg 

20yen/kg  17 yen/kg 

28yen/kg 26 yen/kg 

20yen/kg 17yen/kg 

28yen/kg 26yen/kg 

20yen/kg 17yen/kg 

28yen/kg 25yen/kg 

20yen/kg 17  yen/kg 

20yen/kg 17  yen/kg 

28yen/kg _ 25yen/kg 

30  percent 26  percent 

25  percent 20  percent 

20  percent. 10  yen/1 

400  yen/1. 200  yen/1 


660  yen/1 590  yen/1 


650yen/l 490yen/l 

780  yen/1 550yen/l 


6  percent Free 

7.6  percent 3.76  percent 

25  percent 15  percent 

15-25  percent 15  percent 


20  percent 15  percent 

16-17.6  percent 15  percent 

17.6  percent 10  percent 

20  percent 18  percent 
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ANNEX  B. TARIFF  REDUCTION   AND  ELIMINATION   SCHEDULED  ON  APRIL  1,  1972 continued 


Tariff  item 


Description  of  products 


Rates  of  duty 
presently  in  force 


Proposed  rates  of 
duty 


Ex  37.02-l-(2) 

37.02-2-(l) 
37.0 '-2-(l) 
37.02-l-(l)A 


37.02-l-(l)B 


37.02-2-(2) 
Ex  39.03-2-(4) 


Ex  75.03 


77.01-1 


84.12-1 

84.12-2 
84.15-1 

84.41-l-(2) 


84.45-1 


Ex  84.52-1 
Ex  84.53-1 

84.51-1-(1) 
Ex  84.52-l-(l) 

84.53-2 
Ex  84.54-1 
Ex  85.22-1 

84.59-7- (1) 


Ex  84.61 

85.01-2-(2) 
85.01-4-(l) 
85.06-1 


85.06-2 

85.07 
85.12 

85.15-1 

85.15-2 
87.02-1 


87.  02-1 


Cinematographic    film    in    rolls    for    15percent 13.5Dercent 

X-ray. 

X-ray  film  in  rolls 20  percent 18  percent 

Color  plates  and  color  film  in  the  flat..  23 percent 20 percent 

Cinematographic  color  film  in  rolls,    26 percent 23percent 

not  more  than  30  mm  in  width, 

reversal. 
Cinematographic  color  film  in  rolls,    23percent 20percent 

other. 

Color  film  in  rolls,  other 26  percent 23  percent 

Hamcasings  and  similar  products,  in    10  percent Free 

tubes  of  a  flattened  width  not  less 

than  90  mm. 
Wrought  plates,  sheets  and  strip  of    ISpercent Free 

aluminum  (for  use  as  roof  sheets  of 

containers  for  foreign  trade  purpr  ses, 

not  less  than  2.3      m  in  width). 

(1)  Unwrought    magnesium    of    not    Not  more  than  286.95      15  percent 

more  than  278.26  yen/kg.  yen/kg,  15  percent; 

more  than  286.95 
yen/kg  but  not  more 
than  330  yen/kg. 

(2)  More  than  278.26  yen/kg  but  not    330  yen/kg  minus  32  yen  minus  value 

more  than  320  yen/kg.  value  for  customs  for  customs  duty 

duty. 

(3)  More  than  320  yen/kg More  than  330  yen/kg.    Free 

free. 
Air  conditioning  machines  (for  motor    ISpercent lOpercent 

vehicles) . 

Air  conditioning  machines  (other)   ..  15per''ent lOpercent 

Refrigerating  caliiiiet-,  -elf-contaiued    7.5percent 5percent 

refrigerating  units. 
Se    ing  machine-,   completed  ^et  or    7.5-12.5 percent 7.5 percent 

separated    head    (other    than    for 

domestic  purposes). 

115  per-ent 13.5  perce  nt 
12.5  percent 11  percent 
lOperceat 9  percent 
7.5  perceat. 6.5  percent 

Digital  type  ele-tronic  computers 15  perceat 13.5  percent 

.Peripheral  apparatus  of  digital  type    25percent 22.5percent 

electronic  computers. 

Machinery  and  mechanical  appliances    7.5-10  percent 7.5  percent 

not  falling  within  any  other  items 

thereof. 
Taps,  cocks,  valves  and  similar  appli-    7.5-lOpercent 7.5  percent 

ances  for  pipes,  boilers,  tanks,  vats    15-20percent 15  percent 

and  the  like. 
Electric  motors  (of  a  weight  more  than    10  percent 7.5  percent 

500  kg). 
Silicon  rectifiers  and  silicon  rectifying    lOpercent 7.5 percent 

apparatus. 
Electro-mechanical    domestic    appli- 
ances, with  self-contained  electric 
motor: 

(1)  Fans 7. 5  percent 5  percent 

(2)  Vacuum  cleaners,  floor  poUshers,    7.5  percent 5peroent 

food  mixers,  etc 

Other  electro-mechanical  domestic  ap-    7.5  percent.. 5  percent 

pliances,  with  self-contained  .iljctric 
motor. 

Shavers  and  hair  clippers,  with  self-    7.5  percent 5  percent 

contained  electric  motor. 

Electric    instantaneous    or    storage    7.5p3rcent 5  percent 

water  heaters  and  immersion  h  >at  ts, 
electric  hair  dressing  appliances,  ets. 

Radio  broadcast  receivers  (including    7.5  percent 5  percent 

chassis). 

Television  receivers  (including  chassis).  7.5  percent 5percent 

Motor  vehicles  for  the   transport   of 
persons: 

(1)  not  more  than  270  cm  in  wheel    lOpercent 8 percent 

base. 

(2)  more  than  270  cm  but  not  more    lOpercent.. 8 percent 

than  304.8  cm  in  wheel  base. 

(3)  More  tnan  304.8 cm  in  wheel  base.  lOpercent 8  percent 
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Tariff  item 


Description  of  products 


Rates  of  duty  Proposed  rates  of 

presently  in  force  duty 


90.  07-1 


90.07-2 
90.07-3 
90.08-1 


90.08-2 

90.09-1 
90.09-2 
90.10-1 

90.10-2 

90.17 

90.18 

90.28-1 
91.01-1 


91.01-2 
92.11 


(2)  Cameras  for  photoengravine    X-    15  nerrant  ■,  c 
rays,  copying  documents,  etc                 ^         ^"^  P«'"c«nt 

(3)  Other  cameras  i«iTv>r<.o  t 

Parts  and  accessories" of"camer4i::"""  15  Knt       7.5  percent 

Photographic  flashing  apparatus.../:    5  Knt 7.5  percent 

(1)    CmematoCTanhir.    r,r^io„t«„    ,:.    :i  }'*"^'^"r 7.6  percent 


Cinematographic    projectors    for 
mm  of  a  width  not  more  than  20  mm 

iL®i??*°^^P^^  cameras  for  film  of  a 
/ox    ^*u  "°'  ^'^^^  than  20  mm. 
(2)   Other  cinematographic  cameras 

projectors,    parts    and    accessories 

thereof. 
Cinematographic  sound  recorders  and    10  oercent 

sound  reproducers;   parts  and   ac-    *"  P*'^®"'^ 

cessories  thereof. 
Image    projectors;    parts   and    acces- 
sories thereof. 
Photographic  enlargers  and  reducers; 

parts  and  accessories  thereof 
Apparatus    and    equipment,    photo- 

^aphic    or    cinematographic,  of  a 

and  used  for  developing,  printing 


,„  „         .      ^percent 

10  percent 6  percent 

15  percent.. 7.5  percent 

10  percent 5  percent 


5  percent 


10  percent 6  percent 

10  percent 5  percent 

10  percent 5  percent 


etc. 


Contact  type  photocopying  appara- 


Medical,  dental,  surgicil  and  veteri- 
nary instruments  and  apphances. 

Mechano-therapy  apphances;  massage 
apparatus,  psychological  aptitude 
testing  apparatus;  artificial  respira- 
tion, ozone  therapy,  etc. 

Electrical  measuring,  checking  instru- 
ments and  apparatus. 

Wrist  watches,  etc.  (not  nore  than  6,000    15  oercent 
yen  per  piece  in  value  for  customs 


10  percent 5  percent 

7.5-10  percent 7.5  percent 

7.6-10  percent 7.5  percent 


7.6-15  percent 7.5 


percent 
7.5  percent 


Wrist  watches,  etc.  (other) 20  oercent  in 

Gramophones  and  record  players:;::::  7  5  percent-':::::::::::  5°Dercenf 


Exhibit  55. 


Par  Value 

Modification 

Act. 


New  value, 
establish- 
ment. 

86  Stat.  116 
86  Stat.  117 

48  Stat.  344  ; 
82  Stat  51. 
Maintenance. 


Appro- 
priation. 


Increment 
disposition. 


-An  act  to  Provide  for  a  modification  in  the  par  value  of  the  dollar, 
and  for  other  purposes  ' 

[Public  Law  92-268,  92d  Congress,  S.  3160,  March  31, 1972] 

theVnitZ"1fnfy  T.  ^'''"''  .'^"^  ^««^^  ^f  Representatives  of 

SEc?iof  1    Thf   A%  ^^^<^r,oa  in  Congress  assembled,  ^ 

Aet"  ™         -^^''  ^''^  "'^y  ^  ^^t^'i  *^«  t^e  -Par  Value  Modification 

directed 'tJ'Jal-e^hfSn''^  ^^^  ^""^'"'^  ^«  ^'^'^^  authorized  and 
uireccea  to  take  the  steps  necessary  to  establish  a  new  nar  vnln^ 

of  !^f,^vl^'  ^^  ^^  ^"^^«  «"^  thirty-eighth  of  a  fine  tfoy  ou^ce 
«Lf  f      ^^^'^  established  such  par  value  shall  be  the  iSstanS 
ard  for  defining  the  relationship  of  the  dollar  to  gold  fof the  iur 
pose  of  issuing  gold  certificates  pursuant  to  section  14(e)  of  the 
Gold  Reserve  Act  of  1934  (31  U  S  C  405b)  ^^  ±-±yL)  or  rne 

to  m^in^  Jn^thl'^''^,'^'^  V^'^  Treasury  is  authorized  and  directed 
States  do  larfo/'th:  Z'^^''''  ^^^^  <>f  the  holdings  of  Unit^ 
^Ldtes  aoiiars  of  the  International  Monetary  Fund  the  Intpr- 
national  Bank  for  Reconstruction  and  Development;  he  In  er- 
Amencan  Development  Bank,  the  InteniatioLl  DevefoDment 
Association,  and  the  Asian  Development  Bank  to  he  extenHr^ 
vided  in  the  articles  of  agreement  of  such  inst  ^utfons  TherfS 
hereby  authorized  to  be  appropriated,  to  remain  available  untn 
maTntSnc\"^?f  ^ir^^  ^^  °^^^  "^  "^^^^  to^pStr^uS 

resulting  from  the  change  in  the  par  valai  of  (he  doS  author 
l^&ur:Zs'j^^  ""  '''"  "^  ---^  ioto!hrSe'aL"J.^?.- 
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Exhibit  56.-Ba*grou„d  -te.ia.  on  .egis.a.i.n  modifying  the  par  value  of 


the  dollar 

THE  Secretary  of  the  Tbeasuby 

Washington,  D.C.,  February  9, 1972. 


Hon.  Carl  Albert,       _     ^ .     ^       „  >^ 

Speaker  of  the  House,  Washington,  D.C  ^^^i^e  for 

DEAR  MR.  speaker:  There  is  ^ff^^'^^^Xn^lTr  othefpuiioses.- 
a  modification  in  the  par  va  ue  ^f^^he  dollar  and  to^^^^  p  President  Nixon 

The  proposed  bill  stems  d^recUy  from  the  initiatives^^  J^^  ^^  ^^^  ^^.^^ 

on  August  15  to  strengthen  the  ''^^^JJ^f'^I'''^J^^  ^erve  assets  and  the 

States.  The  ^^^P^-^^'^.f ,  J7o  .er^^^^^^  impS  surcharge  launched  a  series  of 
SS^mXlatriirhiLVrTn^^^^^  aimed  at  achieving  fair  and 

equitable  exchange  rates  and  trading  practices^^^  Smithsonian  Agreement  on 

A  significant  breakthrough  ^f^«^j^„^^"/7^^ft';,  ^  negotiations,  the  Group 

other  industrial  •»»"'"«?•  f='"J,Vf,„f°rto(  the  adjustment  to  be  felt.  However, 
,d\7^^^fZSZrZ'i:Ji^^SS,fofL  traJle  and  balance  of  payment. 

^X";a«'":?tb'?t"a?i^ien\%nd  to  faa^^^^^^^^ 

agreed  to  remove  the  temporary  '^l'"-;  !="J*»5=-  JPg^  Congress  to  de- 

'^£  ^T.rsTZ'Zf&^O^lSZ^^otio..  following  the  tali.s  on 

"I'n-agreement  has  now  ^^ r^^^Xl'^Z  H^^^^^^^^''^^^- 
barriers  to  United  S'\t«/''P°„^' Pf/"™'Se5^th  SrEurojSn  Community, 
Substantive  agreements  .^f «.?'"» '^f«"/'^egrettrbly,  no  agreements  have  been 
Sa  V°ltrcL\T?'be''^nSd'^Ss  KaiJVoprlai  means  of  reducing 
imbalances  in  trade  agreements  with  that  country  actively  support 

Japan  has  joined  with  us  m  %=™'°''"^S.tioi  beAnntag  in  1973  and  to 
multilateral  and  comprehensive  trade  "^gotiatwns  begin      g^  ^^^ 

solve  more  immediate  problems  ."'''""  ''^^™"'ft^^  s'atS  in  a  similar  commit- 
■^nf  SeTt^^nra-^r  Jlair?4  ^o^cn^  S  IdSnlstration  will  see.  legis- 
TaUveauKty  for  th/comprelienslve  trade  n^^^^^^^  ^^^^  ^,^  ,^^, 

tS^:ZZXr;f^T.U'oT:r^^  C^'L^^^  a^P-al  and  tbe  proposed 
legislation  would  grant  this  approval.  increase  by  an  equal 

The  8.57  percent  ^^ange  ^n  the  Pa^^^^^^^^  SaTn  other  asset..  This 

percentage  the  value  of  the  United  states  gom  slock  a  united  States  to 

U  value  change  -ill  also  have  t^e  c«n^^^^^^^  financial  and 

add  8.57  percent  to  its  dollar  subscriptions  to  ine  subscriptions  in  terms 

lending  institutions  in  order  to  maintain  the  ;^^^^„^^^^^^^^^  members  and 

of  gold.  The  maintenance  of  value  P'','^^  ^J^^^  ^^^f^\!^,^Sr  on£nal  worth  despite 
assures  that  contributions  from  all  ^«J^"  "^'.^^^o  JSuJ^^  do  not  lose  out 

changes  in  relationships  among  ^;^;;f  ""^^^:  "f|Jd^fJ^^^^  of  these  institu- 

through  devaluation  in  our  share  of  the  assets  and  vonngpow  exchange 

tions.   In  addition,   certain   '^tlier  gains  and  costs  reflecting  tore  g^^^^s^ 
obligations  will  result  from  the  cl\ange  m  par  value.  A  rep^^^ 
separately  contains  full  details  on  ^H  aspects  of  the  ^"^J^f  |^^^^^^S^5  appropria- 
^/t^^^Z^t:^^  "e  ;re  ^f  fntraSal  financial  institution 

S=tS-?S^;San^t-^^ 


1  See  exhibit  55  for  approved  legislation. 
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SS""'  '■""■  ""^"""^  consWeraUon  of  this  proposed  legislation  ,y  the 

John  B.  Connally. 

Proposed  Modification  of  Par  Value  of  Dollar 
I.  Introduction 

ret?r;  tf'S^^Treasu^^^^^^^^^^  authorizing  and  directing  the  See- 

dollar  in  the  iSlional  Monetary  FnnTf''^^  '^  °^"^''^  "^^  P^^  ^^^"^  of  t^e 
increase  of  8.57  percent  to  t^H^lrLlT'  ^'  '^"^  ^''"^""^  corresponding  to  an 
as  agreed  provis^fonaH^  n  the'^SmmfsonHn''?'"'  '"^  *?^  ^^^^^^  ^^1"«  «f  ^oia, 
on  December  IS,  1971  ( ThL  modifi A  f  on  /«  'l-^-f  ment  of  the  Group  of  Ten 
mately  7.89  percent  in  the  vXe  Sf  tl  rdo  i^'St^d^'in"^  '"'"f ""  of  approxi- 
per  dollar,  from  .888671  grams  to  81sSi\  Jl  M^^  "  ^^""'^  of  grams  of  gold 
maintenance  of  the  val4  of  n  ^^^\^J?^^  The  bill  would  also  provide  for 
institutions.^  ''^    ^•^-    ^^^l^scnptions    to   international   financial 

rei™d  isiTel'aTd  \t  incrfa'seslnts  T.^.r''.'^'' .''"^'^^  ^'  negotiations  on 
from  the  change  in  the  doUa??pa?  v.^lue  It^r^^-  ''^^^'^^^ ■''''''''''  "'^1^  ^^^"It 
monetary  developments  in  1971  a?d  ooUtLut  ivol'f  •"''^'  ^^^^^  international 
area  of  monetary  reform  over  the  ?ongerterni  '"^"^^  ^^''  discussion  in  the 

-^^iont^o^^^^^^^^  ^ol^o.e,  ,  period  of  inter- 

not  freely  floating)  exchange  rates  durfnj  llT/%\T  "^'^''^  ^^  ^^^^'""^  (^"t 
series  of  interrelated  measures  dSjned  to  heJnli J  ^''^''^°'^°*^  consisted  of  a 
lems,  to  restore  more  settled  condSs  f o  f h^  ^  J  ,  "^  "''''^'''"''^  ^^  payments  prob- 
framework  from  which  longer  ?ernriorm^^o^ld'^^^^^  "^r."^^^''  *'^"^  *«  P^^^^^^  '-^ 
discussions  should  be  promptlv  undertlke^  on  11  '^^'^''-  ."  ^""^  ^^^^  agreed  that 
tary  system  over  the  longer  ternrSevprnT.^^^^^^^  J^'  '^^^"^  of  the  mone- 

should  be  directed  were  identified  ^  ^^  ""^  ""^^^^  ^o  which  attention 

The  agreement  on  "near-term"  issues  comprised  • 
concerned ;  ^'"''°  "'  ''''''  '""'''^^^^  ^^'^  relationships  among  the  countries 
^^oiSS:^  n^argins  of  exchange 

for  ss\!^:  don.^?i:r;err:r/,^,KsT^^^^  "^^  ^t^-«  -^  -^^^'^^^ — 

trade  expansion  measures  were  avaL^^e  ^oV!^. ''''  ""■  '''^f  ^  "'^^  of  short-term 

-agreement  by  the  United  States  to  ^nnn J     ?''''^'^°'''^  scrutiny;  and 
port  surcharge  and  related^;^o;'fS?i^oVtKXievS^^^^^^^^^^  ^- 

A.    EXCHANGE   KATE   REALIGNMENT 

divw\^Sfy*:;LrnLfttTlcM  r^"^^  "^  ^-  participants  in- 

they  had  agreed.  The  Gove^Sfof  rfn.rfn  ^-^^*^'^"-^  ^'^^e  policies  to  which 
mediately  set  a  new  fixed  r™e  for  the  ^-uvlll^.T^T'^^  "^'"^^  '^  ^^'""'^  not  im- 
taiu  temporarily  a  floating  excharLe  r,!;^  ''"^  "'•'^^^'^'^  ^^ould  main- 

forces  to  establish  the  exchange  rate  uiH, on f  ZT'^  ^T"'^  fundamental  market 

Se:,^^i4^rt;^y-'--i;£™  *  "^"e^r^^ 

^  ThVtext"'of  Vh?'""'*"""  "'  ^-K-  1-''120.  annex  1. 
appears  as'^exhYblVss.^'^""'""'''"^  '^^d  at  the  conclu.sion  of  the  Smithsonian  agreement 
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culations  of  the  average  appreciation  of  certain  foreign  currencies  vis-a-vis  the 
dollar. 


Tablk  1 


Country 


Percent  Percent 

fromlfviF    'TainT"    Currency  units  per  dollar_ 


,  .  ■  j_o  7fi  4-11  fi7  5  50.0  '44.8 

Canada ^toat ^w  _^g  ^^  5  55  5.12 

France. - ^ll;^-[ +4.6I  +13.67  /3.66  «3.22 

Germany do  -1.00  +7.48  "625.0  581.5 

Italy il +7.66  +16.88  '»  360  0  w  308  0 

Japan ^° +2.76  +11-57  3.62  3.24 

Netherlands...- - ^o -  +^^  ^^  ^^  5. 17  4.81 

Sweden...           -p-?3° +4.89  +13.88  '♦4.37  "3.84 

Switzerland      P^^^- %  +8.57  -42  '  -38 

United  Kmgdom.. "'"Hn 16-7.89  0  W  ^> 


United  States. 


:  Expressed  as  percent  change  in  ^^-^l^^^f^Xrli^nT^^^ 

I  Ifl^raSes^^cX  u^e^  onThe^lsl^o^pr^  f^^'f^  par  values,  as  the  efiective  rates 

ar;;;^d';^Mh^^^^^^^^^^^^ 


6  Belgian  franc. 
6  Not  applicable. 
'  French  franc. 

8  Deutsche  mark. 

9  Lire. 

10  Yen. 

11  Guilder. 

13  Switzerland  is  not  a  member  of  the  IMF 

H  Swiss  franc. 

16  Pound. 

16  If  approved  by  the  Congress. 


Table  2.— Changes  in  average  appreciation  against  dollar 
[Percent  change  in  U.S.  cents  per  foreigncurrency  unit;  based  on  U.S.  bilateral  trade  weights  in  1970]^ 


New  _,  ,    , 

Apr.  30        Aug.  13        Dec.  17         central         Dec.  30  Feb.  4 


1  Actually,  new  "basic"  rates  against  dollar  whether  0^^^^^^^^^^^^  tffnSn'oftt' Canadian  float  in 

2  If  the  calculation  is  made  on  the  basis  of  ti,e  Canadian  ra^^  ^^^  ^       ^  p^^^^^^.  ^^^  .g^tral 

N^t1s:'(Vr6alcuMel''oiSsX'cent  diflerence  between  market  rates  and  parities  (market  rate  for 
Canada)  on  Apr.  30, 1971.  „,Hiw  availahlp  fnr  certain  OECD  currencies.  For  calculations 

<B)  Day-to-day  market  rates  are  '■»' "J.™  f™'|?fhe?e  wi  zero  appi«ciatlo^ 
pt  or  to  tlie  realignment  It  was  assumed  tl^at  on  *P;„~,;f "« 'JS.St  new  central  rates  were  used  where 
;„  Aug.  13 and  Dec.  17.  "-'.fff  ""'■''".Cs  to  SS'ilS^^^^^^^  the  possihle  error  in  assumpt.ons. 

rsa^rSsSpSS^nSs^tS^s^^^^^^^^^ 

The  Group  of  Ten  participants  -c»gBized  IMt  tMr  agr^^^^^^ 
rt1r;a^^S?S>rSpl?tan  1m  To  e^^^ 
°.S"o,lr„i'ri.'a^£  „\-;;r?.%Sl^e''rr?lsa?r£"X£e.  a  posi.iin  o« 
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the  IMF  in  accordance  with  the  principle  outlined  above  and  in  accordance  with 
the  Fund's  own  Articles  of  Agreement,  and  the  Fund  has  taken  such  formal 
action  as  was  appropriate  in  each  case  to  enable  the  rates  concerned  to  be 
implemented. 

Table  3. — Exchange  rates  and   exchange  rate  changes   against  the  dollar:   IMF 
member  countries  {a^  of  Jan.  20,  1972) 


Country 


Percent 

change 

against 

U.S.  doUar  i 


New  exchange 

rate  (foreign 

currency 

units  per 

doUar) 


OECD  countries: » 

Australia 

Austria 

Belgium 

Canada 

Denmarli.- 

Finland 

France 

Germany 

Greece 

Iceland 

Ireland 

Italy 

Japan 

Luxembourg 

Netherlands 

Norway 

Portugal .- 

.    Spain 

Sweden 

Switzerland  < 

Turkey 

United  Kingdom 

Yugoslavia.  - 

Non-OECD: 

Algeria - 

Argentina 

Barbados 

Bolivia. 

Botswana 

Brazil 

Burma 

Burundi 

Cameroon 

Central  African  Re- 
public  

Ceylon 

Chad 

Chile 

China 

Congo,    People's    Ee- 
public- 

Costa  Rica. 

Cyprus 

Dahomey 

Dominican  Republic- 
Ecuador... 

Egypt..-- 

El  Salvador. 

Equatorial  Guinea... 

Ethiopia 

Fiji 

Gabon 

Gambia 

Ghana 

Guatemala 

Guinea 

Guyana..- 

Haiti 

Honduras 

India 

Indonesia 


8.57 
11.69 
11.57 

7.45 
2.44 
8.57 
13.57 
0 
0 

8.57 

7.48 

16.88 

11.57 

11.57 

7.49 

6.5 

8.67 

7.49 

13.88 

7.14 

8.57 

-11.76 

8.67 
i?) 

8.57 

0 
-4.76 
(?) 
-10. 97 

0 

8.57 

8.57 
0 

8.57 

0 

8.57 
0 

8.57 
8.67 
0 
0 
0 
0 

8.57 
8.57 
8.57 
8.57 
8.67 
-43.88 
0 

8.57 
0 
0 
0 

3.03 
0 


(?) 


0.82 
23.30 

44.82 


6.98 

4.10 

5.12 

3.22 

30.00 

88.00 

.38 

581.50 

308.00 

44.82 

3.24 

6.65 

27.25 

64.47 

4.81 

3.84 

14.00 

.38 

17.00 


(3) 


(') 


4.55 

1.84 

11.88 

.76 


6.35 

87.50 
255.  79 

255.79 

5.95 

255.  79 


(') 


40.00 

255.  79 

6.63 

.38 

265. 79 

1.00 

25.00 

.43 

2.50 

64.47 

2.30 

.80 

255. 79 

1.92 

1.82 

1.00 

227. 37 

2.00 

5.00 

2.00 

7.28 

415.00 


Percent      New  exchange 
change        rate  (foreign 
Country  against  currency 

U.S.  dollar  '      units  per 
doUar) 


Non-OECD— Continued 

Iran 

Iraq 

Israel 

Ivory  Coast 

Jamaica 

Jordan 

Kenya 

Khmer  Republic 

Korea - 

Kuwait 

Laos 

Lebanon 

Lesotho 

Liberia - 

Libyan  Arab  Re- 
public.  

Malagasy  Republic... 

Malawi 

Malaysia 

Mali 

Malta --- 

Mauritania 

Mauritius 

Mexico.. - 

Morocco 

Nepal 

New  Zealand 

Nicaragua 

Niger 

Nigeria. 

Pakistan 

Panama- 

Paraguay 

Peru- - 

Philippines 

Rwanda 

Saudi  Arabia 

Senegal. - 

Sierra  Leone 

Singapore 

Somalia. 

South  Africa 

Sudan - - 

Swaziland 

Syrian  Arab  Re- 
public-  

Tanzania 

Thailand..- 

Togo - 

Trinidad  and  Tobago. 

Tunisia 

Uganda 

Upper  Volta 

Uruguay... 

Venezuela -  -  - 

Vietnam --- 

Yemen  Arab  Re- 
public   - - 

Yemen  People's  Dem- 
ocratic Republic — 

Zaire -- 

Zambia - 


0 

8.57 
-16. 67 

8.57 

8.67 

0 

0 
(') 
(') 

8.57 

0 
« 
-4.76 

0 

8.67 
8.57 
8.57 
8.57 
8.67 
11.29 
8.67 
8.57 
0 

8.67 
0 

8.67 
0 

8.57 
8.57 
0 
0 
0 
0 
(?) 
8.67 
8.57 
8.67 
8.57 
8.57 
3.14 
-4.76 

0 
-4.76 

0 

0 

0 

8.57 

8.67 

8.57 

0 

8.57 


8.67 

0 

0 


75.75 

.33 

4.20 

266.79 

.77 

.36 

7.14 


(5) 


.33 

600.00 

.75 
1.00 

.33 

255.79 

.77 

2.82 

511.  57 

.37 

266.79 

6.12 

12.60 

4.66 

10.13 

8.2 

7.00 

225.  79 

.33 


(.") 


1.00 

126.00 

38.70 

(?) 

92.11 

4.14 

255.  79 

.77 

2.82 

6.93 

.75 

.35 

.75 

4.30 

7.14 

20.80 

255.  79 

1.84 

4.8 

7.14 

255.79 


(?) 
(') 
(?) 


4.39 


1  Expressed  as  percent  change  in  U.S.  cents  per  foreign  currency  unit,  as  compared  with  the  rate  on  Apr.  30, 
971. 

2  Members  of  the  Organization  for  Economic  Cooperation  and  Development. 
'  Not  applicable  becau  e  of  maintenance  of  flexible  rates. 

*  Not  a  member  of  IMF. 
'  Not  available. 
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B.    NEGOTIATIONS   ON    TRADE  EXPANSION    MEASURES 

The  Smithsonian  agreement  noted  that  urgent  negotiations  were  underway 
between  the  United  States  and  the  Commission  of  the  European  Communities, 
Japan  and  Canada  "to  resolve  pending  short-term  issues  at  the  earliest  possible 
date  .  .  ."  and  "to  establish  an  appropriate  agenda  for  considering  more  basic 
issues  in  a  framework  of  mutual  cooperation  in  the  course  of  1972  and  beyond." 
These  negotiations  addressed  themselves  both  to  a  framework  for  negotiation  of 
major  trade  issues,  including  issues  which  the  United  States  considers  of  critical 
importance,  and  to  a  series  of  short-term  questions. 

One  outcome  of  the  negotiations  was  agreement  between  the  United  States  and 
Japan  to  initiate  and  actively  support  in  the  GATT  during  1973  (subject  to  such 
internal  authorization  as  may  be  required)  multilateral  and  comprehensive 
negotiations  with  a  view  to  the  exchange  and  greater  liberalization  of  world 
trade.  A  similar  agreement  has  been  reached  with  the  European  Communities 
subject  to  approval  by  its  Council.^ 

The  talks  also  resulted  in  a  series  of  practical  steps  to  remove  trade  obstacles 
that  have  become  an  irritant  in  trade  relations.  These  issues  have  by  no  means 
been  fully  resolved,  but  a  beginning  has  been  made.  The  Japanese  Government 
has  decided  to  undertake  a  series  of  trade  liberalization  steps  of  immediate  value 
to  the  United  States.  Both  countries  have  agreed  to  join  in  efforts  during  1972 
within  GATT  toward  the  removal  of  some  trade  barriers  leading  to  comprehen- 
sive trade  negotiations  in  1973.  An  agreement  in  substance  with  the  European 
Communities  subject  to  approval  by  its  Council  covers  similar  issues. 

In  short,  a  broad  understanding  has  been  reached  for  future  negotiations  in  a 
time  frame  that  takes  into  account  the  fact  that  international  trade  is  under- 
going an  adjustment  process  initiated  by  recent  comprehensive  and  substantial 
currency  realignments.  In  the  case  of  Canada,  the  parallel  short-term  negotiations, 
dealing  mainly  with  certain  bilateral  agreements  and  understandings  that  no 
longer  fit  the  facts  of  our  economic  relationship,  have  not  been  brought  to  a  suc- 
cessful conclusion. 

The  immediate  reduction  of  some  tariff  and  nontarllf  barriers  by  our  trading 
partners,  apart  from  their  immediate  value,  is  evidence  of  their  intent  to  mini- 
mize economic  friction  and  expand  trade  in  reciprocal  negotiations.  These  uni- 
lateral steps  do  not  completely  fulfill  U.S.  desires,  but  together  with  the  commit- 
ment to  negotiate  reductions  in  trade  barriers  over  the  longer  term  they  do  con- 
stitute recognition  that  improvements  must  be  made  in  the  trading  system. 

Short-term  mcasureH 

The  greatest  progress  toward  liberalization  in  the  immediate  future  with  tangi- 
ble benefits  for  the  United  States  will  be  made  by  Japan.  For  several  years  there 
has  been  a  large  and  growing  deficit  in  our  trade  with  Japan,  partially  aggra- 
vated by  the  maintenance  of  trade  barriers  initiated  during  an  earlier  relative 
weakness  in  the  Japanese  external  position.  While  many  important  restrictions 
remain,  the  actions,  supplementing  the  yen  appreciation  of  16.9  percent  relative 
to  the  dollar,  represent  a  useful  contribution  toward  bringing  the  U.S. -Japan 
trade  imbalance  into  reasonable  adjustment.  They  are  also  a  welcome  sign  that 
Japan  wishes  to  participate  more  fully  in  international  efforts  to  reduce  barriers. 

With  respect  to  agricultural  products,  Japan  will  increase  the  quantity  of  im- 
ports permitted  under  quota  of  fresh  oranges,  orange  and  grapefruit  juice,  high 
quality  beef;  eliminate  the  duty  on  soybeans  and  tallow;  and  reduce  the  duties 
on  turkey  meat,  soybean  meal,  vegetable  oils  and  some  10  other  products.  A  duty 
free  tariff  quota  will  l)e  established  for  feeder  cattle.  The  effective  date  for  these 
changes  will  be  April  1, 1972,  the  beginning  of  the  Japanese  fiscal  year. 

On  industrial  products,  Japan  will  reduce  tariffs  on  April  1,  1972,  on  auto- 
mobiles, computers,  computer  peripheral  equipment,  machine  tools,  color  film. 
X-ray  film  and  some  30  other  industrial  products.  Japan  will  also  reduce  the 
internal  excise  tax  on  large  and  medium  sized  automobiles.  Effective  February  1st, 
Japan  removed  import  quota  restrictions  on  light  aircraft  and  light  aircraft  parts, 
computer  i)eripheral  equipment  (not  including  memory  or  terminal  devices), 
radar  and  radio  navigational  equipment  for  aircraft ;  light  and  heavy  oil.  A 
U.S.  technical  team  will  visit  Japan  this  spring  to  discuss  liberalization  of  res- 
trictions on  imports  of  computers  and  computer  equipment.  In  addition,  Japan 


1  See  exhibit  54. 
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will  grant  more  liberal  treatment  to  the  establishment  in  Japan  by  U.S.  firms 
of  wholly-owned  sub.sidiarie.s  for  importation,  wholesalinj;  and  servicing.  Some 
actions  are  ahso  being  taken  to  reduce  other  Japanese  non-tariff  barriers. 

The  European  Communities  have  also  agreed  in  principle  on  some  short-term 
measures  that  are  pending  approval  of  the  Council  of  the  European  Communities. 

The  United  States  agreed  to  participate  in  bilateral  antidumping  discussions 
with  the  Japanese  at  the  technical  level.  The  United  States  has  agreed  to  con- 
sider proposing  the  elimination  of  the  "Final  List"  (Section  402(a)  of  the  Tariff 
Act)  method  of  customs  valuation,  contingent  upon  reciprocal  actions  by  other 
countries.  The  United  States  nmy  moderate  its  insi>ection  measures  of  Japanese 
canned  tuna  as  determined  by  the  effectiveness  of  Japanese  measures  in  meeting 
U.S.  laws  and  regulations  concerning  decomposed  canned  tuna. 

The  United  States  has  been  concerned  that  certain  trading  arrangements 
with  Canada  no  longer  fairly  reflect  the  economic  circumstances  surrounding 
economic  relationships  between  our  two  countries.  While  it  has  not  yet  been  pos- 
sible to  achieve  appropriate  balance  in  these  arrangements,  the  United  States 
will  seek  appropriate  means  of  reducing  imbalances  in  trade  agreements  with 
that  country. 

Conclusion 

These  negotiations  have  by  no  means  settled  the  major  issues  outstanding  in 
the  field  of  international  trade.  Nevertheless,  a  beginning  has  been  made.  Cer- 
tainly, there  is  greater  recognition  today  of  both  the  need  for  further  progress  and 
the  dangers  implicit  in  failure  to  achieve  that  progress.  We  look  forward  to  major 
trading  nations  joining  with  us  in  seeking  future  steps  to  revitalize  the  world 
trading  system. 

C.    DEFENSE    FINANCING    ARRANGEMENTS 

The  President's  announcement  of  August  15,  1971,  included  the  statement : 

"Now  that  other  nations  are  economically  strong,  the  time  has  come  for  them 
to  bear  their  fair  share  of  the  burden  of  defending  freedom  around  the  world." 

The  implication  was  that  the  persistent  U.S.  payments  problems  were  cause<l 
partly  by  the  high  level  of  TT.S.  defense  expenditures  abroad.  If  some  of  tho.se  de- 
fense burdens  Could  be  borne  by  other  countries,  the  shift  requii-ed  in  other  U.S. 
accounts,  including  trade,  would  be  smaller. 

Some  reduction  of  defense  expenditures  over.seas  could  be  exi>ected  as  we  with- 
drew from  Vietnam.  However,  these  savings  could  be  dissipated  by  rising  prices 
and  the  increased  cost  of  foreign  curi'encies.  Important  imbalances  have  re- 
mained within  Euroi>e.  Thus  we  felt  justified  in  proposing  that  Euroiie  carry  a 
larger  share  of  the  common  defense  burden,  which  would  mean  some  increa.se  in 
their  defense  responsibilities,  greater  contributions  to  the  cost  of  maintaining 
U.S.  forces  in  their  areas,  or  a  combination  of  both. 

The  United  States  wants  to  maintain  fully  the  strength  of  the  alliance.  Uni- 
lateral reductions  in  U.S.  forces  might  be  followed  by  reductions  in  the  forces  of 
our  allies  rather  than  a  comix>nsating  increa.se.  Reductions  shoiild  be  the  subject 
of  negotiations  with  Warsaw  Pact  powers,  not  the  result  of  unilateral  action.  The 
U.S.  view  was  that  forces  of  our  European  allies  needed  to  be  strengthened.  Thus, 
a  number  of  conflicting  objectives  had  to  be  reconciled. 

The  result  so  far  has  been  the  signing  of  a  new  agreement  for  partially  off- 
setting the  cost  of  U.S.  forces  in  Germany  and  announcement  by  our  European 
allies  that  they  intend  to  increase  expenditures  on  their  own  defense  forces  by 
more  than  $1  billion  in  1972.  These  agreements  are  steps  toward  maintaining  the 
strength  of  our  Common  defense  mth  a  smaller  proiiOrtionate  burden  on  the 
Unitetl  States.  However,  the  increased  exi>enditure  by  our  European  allies  on 
their  own  defense  forces,  except  as  it  may  involve  procurement  from  the  United 
States,  will  not  directly  reduce  our  payments  deficit.  Nor  will  the  share  of  Euro- 
I>ean  grOss  natif)nal  products  .spent  on  defense  be  larger  than  in  previous  years. 

Consequently,  this  area  will  need  further  examination  and  action  in  the  year 
ahead.  The  alternative  would  be  to  achieve  the  adjustment  needed  iii  our  inter- 
national payments  balance  almost  <'ntirely  in  the  trade  .sector  of  the  balance  of 
Iiayments.  Our  trading  partners  may  find  preferable  new  arrangements  enabling 
the  United  States  to  maintain  its  forces  in  P]uroiK'  witliout  imposing  strain  on 
the  international  payments  balance,  that  i.s,  with  con.se(iuences  for  the  payments 
balance  no  different  from  those  of  maintaining  the  same  forces  in  the  United 
States. 
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III.  Modification  of  par  value  of  dollar 

This  section  reviews  the  considerations  that  led  the  United  States  negotiators 
to  agree  to  propose  legislation  to  the  Congress  to  change  the  par  value  of  the  dol- 
lar. It  also  sets  forth  information  on  the  changes  in  the  dollar  value  of  certain 
assets  and  obligations  that  result,  under  existing  international  agreements,  when 
the  par  value  of  the  dollar  is  changed  in  terms  of  gold. 

A.    NEED   FOR   CHANGE   IN   THE   UNITED    STATES    OFFICIAL   GOLD  PRICE   AS   PART   OF   EX- 
CHANGE   RATE    REALIGNMENT 

The  United  States  entered  the  negotiations  that  foUoAved  the  August  15  an- 
nouncement of  the  new  economic  policy  with  a  strong  view  that  it  would  be 
preferable  to  achieve  a  realignment  of  exchange  rates  without  changing  the 
official  price  of  gold  in  terms  of  dollars. 

This  view  was  based  upon  several  considerations : 

(1)  A  change  in  the  official  monetary  price  of  gold  did  not  have  any  economic 
significance  in  itself.  The  exchange  rate  of  the  dollar  in  terms  of  other  currencies 
was  the  substantive  economic  question,  and  the  official  dollar  price  of  gold  was 
relevant  only  if  it  affected  those  exchange  rate  relationships.  A  cliange  in  the 
price  of  gold  would,  however,  lead  to  an  arbitrai-y  distribution  of  gains  and  losses 
in  the  value  of  reserve  assets  consecpient  on  a  currency  realignment. 

(2)  There  was  a  distinct  probability  that,  if  the  Ignited  States  acted  unilater- 
ally to  propose  an  increase  in  the  official  dollar  gold  price,  other  countries  would 
follow.  Then,  no  alignment  of  exchange  rates,  or  an  inadequate  realignment, 
would  have  occurred.  Such  a  concerted  change  in  par  values  would  accomplish 
nothing  useful.  The  higher  official  price  would  only  stimulate  speculation  in 
anticipation  of  still  further  changes  in  the  official  price  for  gold  sometime  in  the 
future.  Therefore,  it  was  essential  to  obtain  prior  agreement  on  a  pattern  of 
exchange  rates  for  major  currencies. 

(3)  Furthermore,  the  United  States  believes  that  the  monetary  role  of  gold 
should  continue  to  diminish.  With  the  advent  of  Special  Drawing  Rights  in  the 
Fund,  the  world  now  has  a  basic  reserve  asset  which  is  not  held  in  private  hands 
and  hence  is  free  from  the  private  hoarding  and  speculation  which  has  arisen 
in  donnection  with  gold.  There  is  no  need  to  raise  the  official  gold  price  merely  to 
increase  world  re.sei"ves. 

On  the  other  hand,  a  political  issue  was  involved  in  the  gold  price  question.  In 
some  quarters  in  Europe  it  was  strongly  held  that  the  United  States  must  "par- 
ticipate" in  the  realignment  by  changing  its  official  gold  price.  With  the  U.S.  as- 
suming the  "burden"  of  devaluation,  other  countries  expressed  a  willingness  to 
accept  a  degree  of  exchange  rate  adjustment  that,  in  the  particular  circum- 
stances, might  otherwise  have  been  unacceptable  to  them. 

Another,  more  technical,  aspect  of  realignment  may  have  been  significant  for 
some  countries.  A  country  which  appreciates  its  currency  has  to  reduce  the  value 
of  its  reserves  and  other  foreign  assets  measured  in  terms  of  its  own  currency. 

In  September,  at  the  annual  meeting  of  the  Fund  in  Wa.shington,  the  United 
States  proposed  elimination  of  the  temporary  import  surcharge  if  tangible  prog- 
ress could  be  made  on  trade  liberalization  and  if  foreign  governments  would  al- 
low fundamental  market  forces  freely  to  determine  the  exchange  rates  of  their 
currencies  for  a  transitional  period.  This  suggestion  was  not  accepted — imder- 
lining  the  strength  of  foreign  views  that  the  United  States  should  "participate" 
and  indicating  the  resistance  of  many  governments  to  floating  rates  even  for  a 
transitional  period. 

In  view  of  the  circumstances,  the  United  States  agreed  in  December  to  a 
change  in  the  official  gold  price,  if  necessary  and  useful  to  facilitate  and  ex- 
pedite an  agreed  realignment  of  exchange  rates.  In  the  course  of  these  negoti- 
ations, it  quickly  became  evident  that,  whether  or  not  the  United  States  changed 
the  dollar  price  of  gold,  the  concern  of  all  countries  with  the  economically  more 
significant  variable  of  relative  exchange  rates  placed  a  practical  limitation  on 
the  freedom  of  action  of  the  United  States  in  setting  the  exchange  rate  of  the 
dollar.  In  effect,  other  countries  did  not  want  the  dollar  to  be  devalued  too 
much,  because  this  would  affect  their  export  and  other  internationally  competi- 
tive industries.  This  consideration  placed  a  limit  on  the  extent  to  which  they 
would  agree  to  a  change  in  our  gold  price  without  themselves  matching  and 
hence  neutralizing  such  a  change. 

In  terms  of  dollars,  the  proposed  increa.se  in  the  U.S.  official  gold  price  amounts 
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to  8.57  percent.  In  terms  of  some  other  major  currencies,  the  official  price  of  gold 
will  be  lower  than  before,  becau.se  of  an  appreciation  of  these  currencies  in  terms 
of  gold.  On  a  weighted  average  calculation,  the  i)rice  of  gold  in  terms  of  the  cur- 
rencies of  the  Group  of  Ten  (excluding  Canada)  will  rise  only  by  about  IY2 
percent.* 

It  is  the  view  of  tlie  U.S.  administration  that  this  modest  agreed  change  in  the 
official  gold  price  should  not  be  allowed  to  disturb  the  trend  toward  deemphasis 
of  gold  in  the  international  monetary  .system.  It  will  be  one  major  task  of  those 
examining  the  long-term  improvement  of  the  internaticmal  monetary  system  to  de- 
velop agreed  means  to  this  end.  As  gold  is  becoming  more  widely  used  as  a 
non-monetary  commodity,  it  becomes  less  satisfactory  as  a  monetai\v  reserve. 

B.    INCREASES   IX    VALUE   OF   ASSETl'S    ANI)    LIABILITIES 

The  currency  realignment  will  increase  the  value  of  certain  U.S.  international 
reserve  and  other  assets.  Our  gold  a.ssets.  and  those  with  a  fixed  relation.ship  to 
gold,  such  as  the  gold  tranche  in  the  International  -Monetary  Fund  and  8i)ecial 
Drawing  Rights,  will  increase  in  value  in  terms  of  dollars  by  8.57  percent — coi'- 
responding  to  the  change  in  the  par  value  of  the  dollar.  Foreign  exchange  assets 
will  increase  to  take  account  of  dollar  devaluation  plus  any  revaluations  of  the 
currencies  held. 

The  par  value  change  will  also  require  an  increase  of  8..j7  i)ercent  in  the  value 
of  our  dollar  subscriptions  to  internati(>nal  Hnancial  institutions.  Tliis  increase  in 
the  value  of  dollar  sub.scriptions  stems  from  a  provision  in  agreements  govern- 
ing our  participation  in  international  financial  institutions  that  subscriptions  be 
maintained  in  value  in  terms  of  gold.  The  purpose  of  this  requirement  is  to  assure 
that  the  contributions  of  all  members  are  maintained  in  value  in  relation  to  each 
other  despite  changes  in  exchange  rates.  It  also  assures  that  our  share  in  the  as- 
sets and  voting  rights  in  these  institutions  is  not  impaired  by  devaluation  of  our 
currency. 

Currency  realignment  will  also  mean  increased  dollar  costs  on  repayment  of 
certain  foreign  currency  borrowings. 

The  increases  in  value  of  assets  in  some  cases  exceed  the  increases  in  related  lia- 
bilities, and  in  others,  as.sets  and  liabilities  almost  off.set  each  other.  As  indicate<l, 
the  increases  in  value  of  assets  and  liabilities  are  in  most  instances  the  direct 
result  of  the  privileges  and  obligations  of  membership  in  international  financial 
institutions. 

Reserve  Assets 

With  respect  to  liquid  assets,  there  is  an  increase  of  $828  million  in  the  value 
of  U.S.  gold  holdings  ;  an  increase  of  $155  million  in  I'.S.  holdings  of  Special  Draw- 
ing Rights ;  an  increase  of  $144  million  in  the  T'nited  States  gold  tranche  in  the 
International  Monetary  Fund  :  and,  finally,  an  increase  of  $27  million  in  the  value 
of  U.S.  foreign  exchange  holdings.  The.se  increments  in  value  total  $1.1  billion. 

The  calculated  increment  on  the  U.S.  gold  stock  of  $828  million  is  based  on  the 
assumption  that  the  IMF  will,  prior  to  the  change  of  the  dollar  parity,  repurchase 
or  withdraw  from  the  Treasury  amounts  of  gold  on  which  it  has  a  claim  on  the 
United  States.  These  claims  amount  to  $r>44  million.  We  have  requested  that  the 
IMF  do  so.  There  are  no  financial  benefits  to  either  party,  whether  these  reversals 
take  place  prior  to  or  following  the  U.S.  parity  change.  The  Treasury  believes, 
however,  that  a  clearer  presentation  of  the  effects  of  the  parity  change  on  the 
U.S.  gold  stock  may  be  made  if  the.se  transactions  are  now  reversed,  and.  in  any 
event,  there  no  longer  appears  to  be  any  useful  puri^ose  served  by  their 
continuation. 

The  increment  in  value  of  gold  will  result  in  a  direct  cash  inflow  into  the  Treas- 
ury of  .$828  million  as  gold  certificates  equivalent  to  the  increase  in  gold  value  are 
is'sued  to  Federal  Re.serve  banks.  However,  luider  luiified  budgetary  accounting 
concepts,  this  increment  in  value  will  not  b(>  considered  a  budgetary  receipt. 

The  increments  in  value  of  assets  must  be  viewed  against  increases  in  value  of 
three  clas.ses  of  liabilities,  those  resulting  from:  (1)  participation  in  the  Inter- 
national Monetary  Fund;  (2)  participation  in  the  international  development 
lending  institutions  ;  and  (3)  increased  costs  of  repaying  certain  foreign  currency 
borrowings. 


*  Weighted  by  official  pold  holdings  on  November  .SO,  1971. 
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International  Monetary  Fund 

1.  Additional  letters  of  credit  will  be  issued  in  the  following  amounts 
representing  the  8.57  percent  increase  in  : 

Mil- 
lions 

0/ 

dol- 
lars 

(a)  Amount  of  U.S.  dollar  subscription  (three  quarters  of  quota)-       431 

(b)  Outstanding  drawings  by  United  States 94 


Total    525 

2.  The  value  of  our  subscription  will  be  increased  by 575 

(The  net  increase  of  $50  million  over  the  additional  letters  of  credit 
issued  represents  the  portion  of  our  quota  paid  in  gold  and  undrawn.) 

Our  financial  relationships  with  the  International  Monetary  Fund  will  result 
in  a  $50  million  net  increase  in  our  assets.  First,  because  the  dollar  portion  of 
$5,025  million  of  our  Fund  subscription  is  denominated  in  dollars  of  a  fixed 
weight  and  fineness  of  gold,  this  subscription  will  increase  in  current  dollar  value 
by  8.57  percent  or  $431  million.  Against  the  increased  value  of  thi.s  asset,  the 
United  States  will  incur  an  equal  liability  derived  from  the  requirement  of  main- 
tenance of  value  of  the  dollar  portion  of  our  subscription  in  terms  of  gold.  This 
will  result  in  an  exchange  of  assets,  which  will  involve  Ti'easury  issuance  of  a  let- 
ter of  credit  to  the  Fund  in  the  amount  of  $431  million. 

There  will  also  be  an  8.57  percent  increase,  equal  to  $144  million,  in  the  U.S. 
gold  tranche  of  $1,675  million  in  the  International  Monetary  Fund.  Because  this 
asset  represents  gold  paid  to  the  Fund  in  partial  fulfillment  of  U.S.  subscription 
obligations,  there  is  no  offsetting  maintenance  of  value  obligation.  However,  the 
increase  in  value  of  this  asset  will  be  partially  off.set  by  the  requirement  that  we 
maintain  the  value  in  terms  of  gold  of  a  U.S.  drawing  from  the  Fund  of  $1,105 
million,  resulting  in  an  increased  obligation  of  $94  million.  A  letter  of  credit  would 
be  issued  to  the  Fund  in  this  amount  as  part  of  the  normal  process  of  issuing  such 
letters  of  credit  in  connection  with  U.S.  drawings. 

Thus,  in  the  Fund,  as  a  result  of  the  change  in  the  par  value  of  the  dollar,  the 
total  increase  in  assets  equals  $575  million  and  the  increase  in  liabilities  amounts 
to  $525  million.  The  $525  million  in  letters  of  credit  that  are  to  be  issued  to  the 
Fund  will  not  result  in  budgetary  expenditures  even  when  drawn  upon,  since 
transactions  with  the  Fund  represent  exchanges  of  assets  that  are  outside  the 
budget.  However,  in  order  to  issue  these  letters  of  credit  an  appropriation  of  ap- 
proximately $525  million  will  be  requested.  The  amount  of  appropriation  to  be 
requested  can  only  be  approximate  since  the  exact  amount  of  the  Fund's  holdings 
of  dollars  will  vary  by  small  amounts  from  day  to  day  and  the  exact  amount  of 
the  letters  of  credit  to  be  issued  to  the  Fund  can  only  be  determined  as  of  the  day 
when  the  United  States  par  value  is  formally  modified. 

International  development  lending  institutions 

The  maintenance  of  value  obligations  incurred  for  the  multilateral  development 
lending  institutions  are  as  follows  and  total  approximately  $1,069  million: 

[In  millions  of  dollars] 

To  be 

Callable  paid  in 

IBRD   509  51 

IDA 122 

IDB 146  224 

ADB    9  9 

Total  ^663  406 

1  Total  does  not  add  due  to  rounding. 

1.  Callable  capital.~In  the  World  Bank,  the  Inter-American  Development 
Bank  (IDB)  and  the  Asian  Development  Bank  (ADB),  our  subscription  of 
callable  or  -guarantee"  capital  is  denominated  in  dollars  of  a  fixetl  weight  and 
fineness,  and  the  change  in  the  par  value  of  the  dollar  will  mean  an  increase  of 
8.57  percent  in  our  callable  capital  obligation.  The  U.S.  callable  capital  in  the 
World  Bank  is  $5,715  million,  in  the  IDB  it  is  $1,370  millicm.  and  in  the  ADB  it  is 
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$100  million.  The  total  increase  in  the  current  dollar  amount  of  these  callable 
capital  subscriptions,  plus  those  authorized  by  Congress  but  not  yet  subscribed, 
amounts  to  ,$603  million. 

This  callahl(>  capital  is  u  highly  contingent  liability.  It  has  never  been  called 
in  the  past  and  it  is  highly  unlikely  that  these  subscriptions  will  be  called  in  the 
future,  considering  tlie  size  of  already  existing  callable  capital  and  the  reserves 
which  the  international  banks  have  built  up.  Therefore,  no  budgetary  impact 
is  anticipated.  Nevertheless,  funds  must  be  available  to  meet  these  obligations  if 
they  are  ever  called,  and  an  appropriation  of  .$GG3  million  will  l)e  requested. 

2.  Paid-in  subficription.s. — There  is  a  substantial  maintenance  of  value  obliga- 
tion with  respect  to  the  i>aid-in  subscriptions  to  the  development  lending  in.sti- 
tution.s — the  midtilateral  banks  mentioned  above,  plus  the  International  Develop- 
ment Association.  This  will  amount  to  an  estimated  ,*?406  million  (m  paid-in  sub- 
scriptions. Iioth  those  previously  authorized  and  tho.se  now  in  the  authorization 
proces.s.  Only  these  obligations  are  expected  to  result  eventually  in  budgetary  out- 
lays. The  total  obligation  can  only  be  dehnitively  determined  on  the  basis  of  dollar 
holdings  as  of  the  day  on  which  the  par  value  is  changed  and  is  therefoi-e  subject 
to  .some  adjustment.  In  particular,  the  IDB  is  studying  the  appropriate  applica- 
tion of  maintenance  of  value  to  the  pending  subscription  of  $1  billion  to  the  Fund 
for  Special  Operations. 

The  maintenance  of  value  obligation  on  the  paid-in  sub.scriptions  would  be  paid 
in  the  form  of  letters  of  credit,  and  an  api)ropriation  of  ,$400  milli(m  will  be  sought 
as  the  basis  for  issuing  these  letters  of  credit.  However,  the  letters  of  credit  would 
l)e  drawn  down  only  after  a  period  of  several  years  as  the  development  lending 
institutii)ns  need  the  funds  for  disbursements.  No  disliur.sements  of  these  funds, 
and  therefore  no  budgetary  impact,  is  anticipated  in  ttscal  years  1972  or  1973.  It 
is  expected  that  drawdowns  of  somewhat  less  than  .$350  million  would  be  fairly 
evenly  .spread  over  fiscal  years  1974-1970.  Subse(iuently.  the  renmining  draw- 
downs are  expected  in  the  fiscal  yeai's  1977  to  1980  as  certain  dollar  loans  of  the 
World  Bank  and  the  IDB  mature. 

The  total  maintenance  of  value  appropriation  that  will  be  sought  for  the  inter- 
national development  lending  institutions,  for  both  callable  capital  and  paid-in 
^subscriptions,  amoimts  to  .$1,009  million.  As  noted  above,  the  callable  capital 
obligation  of  ,$003  million  is  not  expected  to  result  in  budgetary  exi)enditures,  and 
the  paid-in  sultscription  of  .$400  million  is  expected  to  result  in  budgetary  expendi- 
tures only  over  a  period  of  about  10  years,  with  no  drawdowns  in  fiscal  years 
1972  and  1973. 

Against  these  appropriation  requests,  there  will  l)e  increases  in  the  current  dollar 
value  of  our  subscriptions  to  these  institutions.  Moreover,  the  cash  impact  of  the 
drawdowns  on  letters  of  credit  will  be  more  than  offset  by  the  $S28  million  in- 
crease in  the  value  of  our  gold  stock.  AVhile  this  increment  in  value  of  gold  is  not 
a  budgetary  receipt,  it  will  reduce  Treasury  borrowing  needs  and  thereby  lower 
interest  costs,  which  are  a  Imdgetary  expense.  This  annual  reduction  in  interest 
costs,  taken  over  tlie  approximately  10-year  period  of  drawdowns  on  letters  of 
credit,  will  substantially  offset  the  budgetary  expense  of  maintaining  the  value  of 
paid-in  subscriptions. 

Fnreif/n    Currcuci/   Securities   and    SDN'.s 

Exchange  guarantees  on  foreign  currency  denominated  securities  estimated 
at  172 

Offset  from  gains  on  foreign  exchange  of 27 

Total  145 

Also,  the  value  of  both  SDR  held  by  and  allocated  to  the  Exchange  Stabiliza- 
tion Fund  (ESF)  will  l>e  written  up.  Since  the  U.S.  is  a  net  user  of  SDR, 
there  will  l)e  a  net  book  loss,  realizable  f)nly  on  dissolution  of,  or  with- 
drawal by  the  United  States  from  participation  in.  the  SDR  system,  of__     42 

The  United  States  will  incur  a  liability  estimated  at  .$172  million  on  its  foreign 
currency  denominated  securities.  In  other  words,  the  cost  of  buying  foreign  cur- 
rencies to  repay  these  securities  will  increase  by  $172  million  over  what  it  would 
have  been  prior  to  the  realignment.  The  Exchange  Staliilization  Fmul,  as  the 
organ  of  the  Treasury  which  has  responsibility  for  excliange  stabilization  opera- 
ti(ms,  assumes  the  foreign  exchange  risk  of  I^S.  Treasury  borrowing  in  foreign 
currencies.  Thus,  the  ESF  would  a.ssume  the  liability  of  purchasing  the  additional 
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foreign  currencies  to  pay  these  obligations.  Tliis  obligation  will  be  partially  offset 
by  the  increase  of  $27  million  in  the  value  of  the  foreign  exchange  holdings  of  the 
ESF.  In  addition,  the  ESF  would  incur  an  increased  contingent  liability  of  $197 
nullion  on  allocations  to  date  of  Special  Drawing  Rights  to  the  United  States, 
but  this  would  be  realized  only  in  the  remote  event  of  liquidation  of  the  SDR  ac- 
count in  the  IMF  or  U.S.  withdrawal  from  participation  in  the  SDR  facility.  This 
liability  is  offset  by  an  increase,  noted  above,  of  $155  million  in  the  value  of  cur- 
rent U.S.  holdings  of  SDR's.  No  appropriations  are  necessary  with  respect  to  these 
transactions  and  no  budgetary  expenditures  will  result. 

IV.  Background  on  the  monetary  crisis  of  1971 

A.    INTERNATIONAL   PAYMENTS   DEVELOPMENTS 

The  U.S.  balance  of  payments — and  the  world  payments  system — moved  rapidly 
toward  crisis  in  the  first  half  of  1971.  The  lengthy  slowdown  in  U.S.  domestic 
economic  expansion  had  not  produced  the  expected  strengthening  of  the  U.S. 
trade  balance.  The  deficit  on  official  settlements  rose  to  a  level  of  $5.5  billion  in 
the  first  tpiarter.  In  the  wake  of  a  record  deficit  of  roughly  $10  billion  in  the  full 
year  1970,  the  early  1971  results  generated  increasing  speculative  pressures, 
directed  particularly  at  those  countries  experiencing  large  inflows  of  funds. 

Throughout  the  first  half  of  1971,  speculative  and  interest-induced  movements  of 
funds  caused  dollar  outflows  and  related  reserve  increases  on  a  scale  much  larger 
than  the  unprecedented  increases  in  1970.  (See  Table  5.)  Such  movements,  par- 
ticularly into  Germany,  reached  massive  propoi-tions  in  late  April  and  early  May, 
and  the  German  authorities  closed  their  exchange  markets  temporarily  on  May  5. 
Closing  of  most  other  major  exchange  markets  followed  quickly.  The  markets 
were  reopened  on  May  9  and  10,  with  the  German  and  Dutch  Governments  having 
decided  to  allow  their  currencies  to  float  in  the  mai-kets.  The  Swiss  and  Austrian 
authorities  decided  to  revalue  their  currencies,  by  7.07  and  5.05  percent  respec- 
tively, and  the  authorities  of  other  European  countries  decided  upon  a  variety  of 
measures,  including  the  est<ablishment  of  split  exchange  markets  and  controls  on 
capital  transactions,  in  an  effort  to  moderate  further  sliort-term  inflows.  These 
actions  provided  only  a  brief  respite  from  the  developing  crisis. 

In  the  second  quarter  of  1971,  the  U.S.  merchandise  trade  position  worsened 
sharply,  resulting  in  a  quarterly  deficit  of  more  than  $1  billion.  With  interest  rates 
in  Europe  remaining  relatively  high,  outflows  of  U.S.  long-term  capital  continued 
to  rise  and  inflows  of  foreign  fluids  dropped  sharply.  The  balance  on  current  and 
long-term  capital  accounts — the  basic  balance — recorded  a  deficit  of  more  than 
$3  billion  in  the  .second  cpiarter,  as  contrasted  with  $1.1  billion  in  the  entire  second 
half  of  1970.  The  balance  on  official  settlements  was  in  deficit  by  $11^  billion  dur- 
ing the  first  half  of  1971.  Table  4  traces  the  deterioraticm  of  the  U.S.  payments 
balance  between  1970  and  the  first  half  of  1971. 

Table  4. —  U.S.  balance  of  paijmenis,  1970-71 
[In  millions  of  dollars,  seasonally  adjusted] 


Merchandise  trade  balance 

Balance  on  current  account  (excluding  Government  grants)  . 

U.S.  Government  grants  and  capital. 

U.S.  private  long-term  capital 

Foreign  long-term  capital 

Balance  on  current  account  and  long-term  capital 

Balance  on  official  reserve  transactions. .  _ 


Adding  to  speculative  sentiment  caused  by  the  very  large  interest-induced  flows 
of  liquid  funds  throughout  the  period  was  a  growing  recognition  that  the  United 
States  was  experiencing  a  secular  deterioration  in  its  current  account,  and  that 
there  appeared  to  exist  a  fundamental  disequilibrium  in  the  full  sense  in  which 
this  term  is  used  in  the  Articles  of  Agreement  of  the  International  Monetary 
Fund. 


1970 

1971 

Quarterly 

1st 

quarter      2d 

quarter 

average 

528 

269 

-1,040 

546 

828 

-329 

-833 

-1,026 

-1,060 

-1,446 

-1-1,724 

-1,964 

973 

639 

116 

-760 

-1,283 

-3,237 

-2,455 

-5,533 

-5,731 
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The  United  States  had  experienced  deficits  in  nearly  every  year  since  1950. 
Through  the  greater  part  of  the  1950's,  these  deficits  had  been  warmly  welcomed 
by  other  nations  which  were  anxious  to  strengthen  their  payments  positions  and 
rebuild  reserves,  which  had  been  depleted  if  not  wiped  out  in  World  War  II. 
Many  of  these  countries  established  exchange  rates  in  1948—49  in  relation  to  the 
dollar  which  were  consciously  designed  to  enable  them  to  achieve  suriiluses  and 
thus  to  rebuild  reserves,  even  at  a  time  when  their  productive  capacity  had  not 
been  fidly  reconstructed.  As  their  pro<luctive  strength  returned,  the  retention  of 
exchange  rates  set  in  this  earlier  period  enhanced  their  ability  to  achieve  balance 
of  payments  surpluses. 

Moreover,  when  other  countries  experienced  inflation  and  fell  into  deficit,  they 
could  devalue  their  exchange  rates  against  the  dollar.  Although  there  were  not  a 
large  number  of  such  devaluations  by  the  larger  industrial  countries,  the  dollar 
nonetheless  actually  experienced  moderate  appreciation  over  the  years  after  the 
major  exchange  rate  adjustments  of  1949. 

The  pursuit  of  policies  by  other  countries  which  tolerated  and  frequently  en- 
couraged surpluses  left  the  U.S.  to  exiierience  the  deficits  which  represente<l  the 
mirror  image  of  these  surpluses.  This  led  to  an  erosion  of  the  net  U.S.  reserve 
l)Ositiou,  which  worsened  throughout  the  sixties  and  reached  drastic  proportions 
in  1970-71  under  the  combined  pressure  of  deterioration  in  trade,  interest  rate 
differentials,  and  finally,  si>eculative  forces.    (See  Table  6.) 

Tables  7-11  trace  the  movement  of  the  principal  items  in  the  U.S.  balance  of 
payments  from  1960  through  1971.  A  long  period  of  slack  in  the  U.S.  economy, 
imusually  stable  domestic  prices,  unusually  high  pressure  of  demand  on  capacity 
in  other  industrial  countries,  and  a  series  of  selective  mea.sures  intended  to 
benefit  the  payments  position  in  the  short-run  stabilized  the  basic  balance  in  the 
period  from  1960  to  1964.  During  this  period  the  current  account  (excluding 
government  grants)  strengthened  greatly,  to  a  peak  sun^lus  of  $7.7  billion  in 
1964.  Nevertheless,  the  official  settlements  balance  remained  in  deficit  by  $1.5 
billion. 

From  the  high  point  in  1964,  both  the  current  account  i)osition  and  the  basic 
balance  weakened  markedly  although  shifts  in  relative  cyclical  conditions  as 
between  the  Unitetl  States  and  it.s  major  trading  partners  and  the  application 
of  controls  over  capital  outflows  produced  irregularities  in  the  figures. 

For  much  of  the  period  from  1965  through  1969,  the  U.S.  economy  was  exjieri- 
encing  heavy  inflationary  pressure  under  the  strain  of  excessive  demand.  Prices 
in  the  U.S.  rose  more  rapidly  than  those  abroad.  Much  of  the  earlier  improve- 
ment in  our  relative  price  position  was  lost,  and  other  countries'  surpluses  in- 
creased rapidly. 

Despite  the  protracted  deterioration  in  the  U.S.  reserve  position  and  in  our 
underlying  balance  of  payments  accounts,  there  was  widespread  confidence  until 
early  1971  that  the  U.S.  deficit  could  be  eliminated  with  the  winding  down  of  the 
war  in  Vietnam  and  the  restoration  of  domestic  price  .stability.  The  U.S.  official 
settlements  position  was  in  balance  in  1966  and  actually  in  surplus  in  1968  and 
1969.  Although  the.se  surpluses  were  the  result  of  the  application  of  tight  mone- 
tary policy  by  the  United  States  at  a  time  of  relative  monetary  ease  abroad,  they 
had  the  effect  of  partially  alleviating  foreign  concern  about  the  U.S.  external  iwsi- 
tion.  Such  policies  were  not,  however,  sustainable  for  an  extended  time.  When 
relative  monetary  conditions  were  reversed  in  1970  and  relative  slack  in  the  U.S. 
economy  failed  to  stimulate  large  gains  in  our  external  trade  accounts,  the 
weakness  of  the  U.S.  po.sition — and  the  corresponding  strength  of  the  positions  of 
a  number  of  other  industrial  countries — became  more  apparent.  This  funda- 
mental weakness  became  particularly  clear  in  the  spring  of  1971  as  the  trade 
balance  deteriorated  shan^ly  at  a  time  when  national  economic  conditions  in  the 
U.S.  and  abroad  required  monetary  i)olicies  which  led  to  large  outflows  of  short- 
term  capital  from  the  United  States.  Crisis  followed. 

B.    THE   U.S.    ASSESSMENT    AT    MID-YEAR 

By  mid-1971,  the  enormous  pressures  of  liquid  capital  movements  and  the 
secular  deterioration  in  our  underlying  position  had  converged.  The  U.S.  balance 
of  payments  was  in  deficit  at  an  annual  rate  of  nearly  $23  billion  on  the  official 
settlements  basis  in  the  first  half  of  the  year.  Even  more  disturbing  than  this 
unprecedented  figure  was  the  strong  evidence  that  the  persistent  deterioration 
in  our  basic  payments  accounts,  and  particularly  in   our  trade  position,   had 
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accelerated.  Internal  forecasts  suggested  the  strong  probability  (later  confirmed) 
of  a  record  deficit  in  the  basic  balance  for  the  second  half  of  1971,  and  the  1972 
outlook  was  for  further  deterioration.  The  merchandise  trade  account  was  ex- 
pected to  be  in  deficit  at  an  annual  rate  of  over  $2  billion  in  the  second  half  of 
1971  and  to  deepen  further  in  1972  to  some  $3  to  $4  billion — the  first  substantial 
U.S.  trade  deficits  in  this  century. 

Cyclical  variations  in  economic  conditions  in  the  U.S.  and  other  industrial 
economies  can  produce  sizable  swings  in  our  payments  position.  Thus  the  actual 
data  for  any  one  period  of  time  may  not  reflect  the  true  state  of  the  underlying 
position.  For  example,  in  1970  the  U.S.  trade  balance  had  improved  considerably 
over  the  preceding  year,  from  a  surplus  of  $0.7  billion  to  one  of  $2.1  billion.  In 
fact,  however,  the  recorded  trade  surplus,  when  adjusted  for  cyclical  factors, 
became  a  deficit  of  $1  billion.  The  comparable  estimate  for  1971  was  a  deficit  of 
about  .$31/2  billion. 

In  an  effort  to  measure  the  extent  of  the  deterioration  in  our  position,  this 
cyclical  adjustment  technique  was  used  to  project  our  position  for  1972.  On  the 
hypothetical  assumi)tion  that  the  United  States  and  other  major  countries  would 
experience  normal  or  satisfactory  high  employment  levels  of  economic  activity, 
the  projections  pointed  to  a  trade  deficit  of  $5  billion.  This  corroborated  earlier 
evidence  that  the  underlying  U.S.  trade  position  was  undergoing  a  steady,  sizable 
deterioration,  year  in  and  year  out,  at  least  since  the  middle  1960's.  The  projec- 
tions also  made  it  clear  that  unless  the  trade  position  improved  substantially, 
interest  payments  on  our  liabilities  to  foreigners  would  rise  almost  as  rapidly 
as  income  from  U.S.  investments  abroad,  so  that  we  could  not  look  to  invest- 
ment income  as  a  substitute  for  a  trade  surplus.  On  a  net  basis,  services  (includ- 
ing military  expenditures)  and  private  remittances  could  not  be  expected  to 
provide  a  surplus  of  much  more  than  $1  billion  annually. 

Furthermore,  government  grants  and  capital  outflows  must  be  expected  to 
continue  at  a  rate  of  more  than  $4  billion,  if  the  U.S.  is  to  maintain  the  minimum 
necessary  contribution  to  economic  development.  Outflows  of  long-term  funds  for 
private  investment  in  less  developed  countries  seemed  likely  to  continue,  while 
flows  of  long-term  foreign  capital  from  Europe  to  the  U.S.  could  not  be  expected  to 
reach  a  level  which  would  offset  direct  and  portfolio  investment  by  Americans  in 
Europe,  Canada,  and  Japan. 

Thus,  in  view  of  our  responsibilities  in  providing  assistance  to  developing 
nations  and  our  economic  role  as  a  moderate  supplier  of  private  investment  capi- 
tal to  the  less  developed  world,  net  outflows  of  long-term  capital  and  government 
grants  could  not  reasonably  be  expected  to  fall  below  $6  billion  annually.  In 
addition,  we  expected  to  continue  to  experience  net  payments  of  about  $1  billion 
annually  in  current  account  and  long-term  capital  transactions  which  cannot 
be  specifically  identified. 

This  assessment  of  the  world  payments  situation  made  it  clear  that  a  very 
sizable  swing  in  our  position — and  corresponding  changes  in  the  positions  of 
others — would  be  required  to  restore  reasonable  international  payments  balance. 

Balance  in  the  U.S.  basic  accounts,  on  the  cyclically  adjusted  basis  referred  to 
above,  would  require  a  current  account  surplus  large  enough  to  cover  our  long- 
term  capital  outflows  and  government  grant  aid.  Nearly  the  whole  of  the  neces- 
sary current  account  surplus  would  have  to  be  found  in  the  trade  account,  at 
least  for  a  number  of  years  to  come.  The  difference  between  the  needed  surplus 
and  the  deficit  in  prospect  if  no  action  was  taken  was  massive.  Drastic  action 
would  be  required,  even  to  restore  the  U.S.  position  to  near-balance. 

These  international  considerations  coincided  with  the  appearance  of  evidence 
that  domestic  recovery  and  the  fight  against  inflation  were  not  proceeding  satis- 
factorily. Decisive  action,  then,  was  called  for  by  both  domestic  and  international 
conditions.  A  strong  domestic  economy  would  be  essential  to  an  improvement 
in  our  international  position,  and  improvement  in  our  balance  of  payments  would 
aid  the  recovery  of  confldence  and  domestic  economic  activity. 

C.  THE  NEW  ECONOMIC  POLICY 

On  August  15,  1971,  President  Nixon  announced  a  new  integrated  program 
aimed  at  restoring  domestic  and  international  equilibrium  to  the  U.S.  economy. 

This  new  economic  policy  constituted  a  bold  and  comprehensive  change  in 
U.S.  economic  policy,  with  three  major  interrelated  objectives  :  To  solve  the  infla- 
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tion  problem  and  break  the  inflation  psychology  in  the  United  States;  to  stimu- 
late tlie  U.S.  economy  immediately  and  improve  efficiency  and  competitiveness 
over  the  longer  run  ;  and  to  strengthen  our  position  in  the  world  economy  and 
improve  the  international  monetary  and  trading  system. 

Success  in  the  domestic  elements  of  the  President's  program  would  he  essential 
to  lasting  success  in  the  international  sphere.  The  proposals  for  dealing  with  our 
domestic  needs — including  the  price  and  wage  stabilization  measures,  the  job 
development  credit,  tlie  excise  and  incimie  tax  changes,  and  the  reduction  in 
Federal  expenditures — constituted  a  major  move  to  shift  the  domestic  economy 
Itack  toward  a  path  of  adecpuxte  growth  and  price  stability. 

The  specific  international  measures  announced  in  the  President's  program — the 
imposition  of  a  temporary  surcharge  on  dutialile  imports  and  the  suspensitm  of 
convertii)ility  of  the  dollar  into  reserve  assets — were  stei)s  of  great  importance, 
both  to  the  United  States  and  to  our  trading  partners.  Hut  they  wei'e  not  solu- 
tions in  themselves.  Rather,  they  were  designed  to  provide  needed  support  to 
(mr  external  financial  and  trading  position  while  arrangements  to  cope  with  the 
difficult  prol)lems  of  international  payments  were  developed  and  put  into  place. 

The  10-percent  surcharge  was  suppressed  as  part  of  the  settlement  of  near-term 
issues  reached  in  Washington  in  December.  The  suspension  of  convertibility  into 
gold  and  other  reserve  assets  ccmtinues,  although  the  dollar  continues  to  .serve  as 
the  major  intervention  currency  in  the  purchase  and  sale  of  other  currencies  in 
world  markets.  The  question  of  U.S.  settlement  of  deficits  in  some  form  of  i-eserve 
assets,  as  well  as  other  important  questions  about  tlie  future  structure  of  the 
international  monetary  system,  are  to  be  taken  up  in  the  context  of  discussions 
on  hmger  term  reform. 

The  U.S.  actions  in  tlie  international  field  represented  a  turning  i)oint  in  TLS. 
foreign  economic  policy.  They  were  a  signal  that  the  United  States  no  longer  had 
the  financial  or  economic  capacity  to  undei'write  a  system  that  was  becoming 
more  and  more  unbalanced.  The  serious  erosion  in  the  TLS.  external  positicm — 
which  had  occurred  as  countries  strengthened  their  positions  over  the  year.s — 
nnist  be  halted  and  reversed.  Broad  exchange  rate  changes  were  needed  to  restore 
;i  more  equitable  pattern  which  reflected  the  great  changes  in  relative  economic 
strength  which  have  occurred  in  the  past  125  years.  Our  major  trading  partners 
must  allow  access  to  markets  on  a  more  equitable  basis  if  the  benefits  of  our 
lilieral  trade  policies  were  to  be  maintained  and  enlarged  in  the  future.  And  there 
was  ample  room  for  improvement  in  the  arrangements  for  sharing  the  co.sts  of 
mutual  security  needs. 

Beyond  these  problems  of  ti'ade  and  payments  interrelationships  among  na- 
tions, the  monetary  system  itself — through  which  the  eft'ects  of  each  country's 
policies  are  transmitted — must  be  changed  to  remove  undesirable  rigidities  and 
to  provide  better  balance  in  adjustment  responsibilities,  in  the  interest  of  avoid- 
ing the  succession  of  crises  that  have  marked  recent  years  and  of  achieving  a 
lasting  stability. 

In  none  of  the  major  areas — changes  in  trading  relationships,  military  burden 
sharing,  or  longer  term  numetar.v  reform — could  one  country  dictate  soluti(ms 
to  others.  The  U.S.  program  did  not  attempt  to  do  so  Imt  simply  set  the  stage  for 
a  cooperative  multilateral  effort. 

V.  Long-term  monetary  arrangements 

The  official  dollar  price  of  gold  was  fixed  at  $35  ix>r  ounce  by  Executive  Order 
in  1!)H4.  From  that  date  until  August  l.">.  1071.  the  United  States  has  api>lied  this 
ofliicial  price  in  monetary  transactions  with  foreign  monetary  authorities.  This 
convertibility  of  the  dollar  into  gold  has  since  1!>45  provided  the  liid<  between 
currencies  and  gold  for  the  world  as  a  whole,  as  other  curreuci<'s  were  convertible 
into  dollars  rather  than  into  gold.  This  link  to  gold  was  suspended  on  August  15, 
1!)71.  U.S.  reserves  had  been  shrinking  for  many  years,  while  cvther  comitries 
accumulated  dollar  claims  (m  the  United  States  which  they  treated  as  official 
reserves.  Gold  came  to  represent  less  than  two-fifths  of  world  reserves  witli 
dollars  as  the  major  growing  component  of  world  reserves.  The  strain  on  the 
dwindling  U.S.  reserves  in  August  threatened  to  become  unmanageable,  draining 
our  remaining  reserve  holdings  to  no  constructive  puiijose.  The  su,si)ension  of 
convertibility  halted  this  reserve  outflow,  and  set  the  stage  for  a  thonnighgoing 
and  overdue  reapprai.siiil  of  some  aspects  of  the  international  monetary  system. 

Major  changes  liave  occurred  .since  19.S4  in  the  (H'onomic  and  trading  environ- 
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iiieut  in  which  the  iuteniatioual  monetary  system  operates.  The  interwar  period 
was  marked  by  domestic  depression  or  stagnation  in  most  major  countries,  very 
liigli  levels  of  unemployment,  low  levels  of  world  trade,  and  particularly  in  the 
later  yeai's  of  the  decade,  veiy  large  movements  of  refugee  capital  from  the 
continent  of  Europe  to  Britain  and  the  United  States.  By  contrast,  the  25  years 
since  World  War  II  have  been  characterized  by  unusually  high  levels  of  growth 
and  employment  in  most  industrial  countries  and  an  unprecedented  rate  of 
advance  in  the  value  of  world  trade.  Inflation  has  been  the  major  preoccupation 
of  monetary  authorities  in  the  postwar  period,  in  contrast  to  the  persistent 
struggle  against  deflation  and  depression  in  the  thirties.  Despite  the  prevalence 
of  inflation  and,  in  i-ec*nt  years,  a  growing  concern  at  the  ijersistent  payments 
deficit  of  the  United  States,  the  record  of  the  25  years  since  the  Bretton  Woods 
Agreements  Act  is  one  of  extraordinary  progress  in  the  world's  economy. 

This  progress  has,  however,  been  accomimnied  by  growing  strains  on  the 
international  monetary  system,  caused  by  the  weakening  of  the  U.S.  payments 
position  in  recent  years.  Persistent  surpluses  in  other  industrial  countries  were 
accentuated  by  divergencies  of  monetary  policies  and  levels  of  interest  rates 
between  the  United  States  and  other  countries,  which  have  meaiit  that  the  coun- 
tries already  in  surplus  on  current  account  tended  to  attract  still  more  dollars 
into  their  reserves. 

To  these  two  layers  of  strain  on  the  monetary  system  a  third  has  appeared, 
in  the  form  of  increased  curi-ency  speculation  in  anticipation  of  revaluation  or 
devaluation. 

The  experience  of  recent  years  has  called  attention  to  the  asymmeti-y  of  the 
system  and  its  apparent  difficulties  in  achieving  needed  adjustment  of  ixiyments 
positions  in  a  manner  consistent  with  open  markets  and  monetary  stability.  It 
has  been  impossible  for  the  United  States  to  adjust  its  exchange  rate  unilaterally 
to  cori-ect  its  iml>alance  because  most  other  currencies  i)eg  to  the  dollar  and 
readily  move  if  the  dollar  moves.  The  tendency  of  other  excliange  rates  to  move 
with  the  dollar  is  undoubtedly  related  to  more  deepseated  economic  and  com- 
petitive considerations,  including  the  relatively  large  size  of  the  U.S.  economy, 
as  well  as  to  monetary  custom.  On  the  other  hand,  it  has  been  argued  that  the 
United  States  has  not  felt  the  full  effects  of  its  balance  of  payments  deficit  be- 
cause it  has  not  had  to  give  up  reserve  assets  or  arrange  special  credits,  as  other 
countries  would  have  to  do.  Thus,  it  is  said,  the  United  States  has  not  had  the 
constraints  on  moneti\ry  and  other  policies  to  the  degree  experienced  by  other 
countries,  and  has  been  able  to  tolerate  imbalance  for  too  long. 

Such  considei-ations  led  to  a  growing  interest  in  longer  term  improvement  of 
international  monetary  arrangements,  even  before  the  crisis  of  May-August  1971. 
This  interest  was  given  formal  expression  in  a  resolution  at  the  annual  meeting 
of  the  International  Monetary  Fund  on  October  1,  1971  (See  Annex  2).  The 
Ministers  and  Governors  of  the  Group  of  Ten  also  agreed,  in  the  communique 
of  December  18,  1971,  that  such  discussions  sliould  be  promptly  undertaken, 
particularly  in  the  framework  of  the  IMF  (See  Exhibit  52). 

In  general  terms,  it  seems  clear  that  the  sti'ucture  and  practices  of  the  postwar 
monetary  and  trading  system  need  to  be  modified  to  take  account  of  the  changed 
relative  positions  of  the  United  States  and  the  other  leading  industrial  countries, 
and  also  to  deal  more  effectively  with  other  difficulties  that  have  emerged,  both 
in  the  monetary  system  and  in  international  trade  relationships,  here  and  abroad. 
Surplus  countries  as  well  as  deficit  countries  will  need  to  assume  more  active 
responsibility  for  a  generally  satisfactory  inter-relationship  of  balances  of  pay- 
ments on  current  account,  and  methods  of  better  dealing  with  or  absorbing  short 
and  long-term  capital  flows  need  to  be  developed.  The  exchange  rate  regime 
needs  to  be  reviewed  to  support  the.se  objectives  more  fully. 

National  positions  on  the  complex  questions  of  long-term  reform  are  not  yet 
clearly  formulated  and  may  differ  on  some  important  asi>ects.  Hence,  discussion 
of  longer  term  reform  may  well  extend  over  a  year  or  two.  Some  of  the  specific 
issues  for  future  discussions  are  mentioned  briefly  belOAv. 

A  major  unresolved  question  is  how  and  under  what  couditions  exchange  rates 
can  be  changed  in  future,  with  adju.stments  appropriately  shared  among  surplus 
and  deficit  countries.  From  the  standpoint  of  the  United  States,  the  quesition 
arises  as  to  whether  it  has  approi)riate  freedom  of  action  to  change  its  own 
exchange  rate  without  corresponding  changes  by  other  countries. 

How  much  emphasis  should  be  given  to  changes  in  official  par  values,  as  against 
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the  use  of  market  forces  to  produce  adjustment  in  exchange  rates?  How  wide 
should  bands  aroimd  official  parities  be?  Wliat  should  be  the  "rules  of  the  road," 
or  "code  of  conduct,"  and  what  role  should  the  IMF  exercise  in  this  respect? 

Concerning  the  appropriate  form  and  level  of  international  reserves,  the  major 
growth  element  in  world  reserves  in  the  years  1950-71  has  been  dollars,  generated 
by  large  U.S.  deficits.  Gold  has  become  a  smaller  proportion  of  world  reserves, 
and  at  the  end  of  1970  accounted  for  only  40.2  percent  of  global  reserves,  as 
compared  with  69.3  percent  in  1950.  Tables  12  and  13  show  the  changing  composi- 
tion of  world  reserves. 

The  United  States  and  a  number  of  other  countries  are  firmly  of  the  belief  that 
the  role  of  gold  in  the  system  must  continue  to  diminish.  An  alternative  form  of 
liquidity.  Special  Drawing  Rights,  has  the  advantage  that  reserves  in  this  form 
can  be  added  to  the  world's  re.serves  in  desired  amounts  without  an  increase  in 
the  price  of  SDK's  and  without  the  nee<l  for  large  deficits  on  the  part  of  the 
reserve  country.  Yet,  a  number  of  fundamental  questions  remain  on  the  proper 
role  of  SDK's  and  reserve  currencies  and  the  total  sui)ply  of  world  liquidity. 

These  (luestions  are,  in  turn,  related  to  the  extent  and  the  conditions  under 
which  the  United  States  ought  to  consider  any  move  toward  resumption  of  con- 
vertibility. Clearly  under  present  conditions,  the  resumption  of  convertibility 
is  not  a  practical  ix>ssibility,  with  the  full  effects  of  the  exchange  realignment 
on  our  balance  of  payments  becoming  evident  only  in  2  years  or  more.  U.S. 
reserve  assets  amounted  at  the  end  of  1971  to  $12.1  billion,  as  against  official 
dollar  liabilities  of  more  than  $50  billion. 

Changes  in  the  monetary  system  alone  will  not  solve  problems  of  balance  of  pay- 
ments adjustment.  The  comiietitive  positions  of  private  enterprise  and  the  whole 
complex  of  national  policies  are  reflected  in  world  payments.  No  international 
financial  arrangement  can  achieve  and  maintain  a  satisfactory  pattern  of  world 
payments,  consistent  with  monetary  order  and  stability,  without  effective  domes- 
tic economic  performance.  Moreover,  explicit  governmental  policies  exert  strong 
effects  on  trade  and  other  balance  of  payments  accounts.  And  countries  in  rela- 
tively strong  external  positions  are  not  going  to  be  eager  to  accept  changes  which 
api>ear  to  reduce  their  comi)etitive  strength. 

The  global  objectives  are  more  difficult  than  in  the  past,  because  the  United 
States  can  no  longer,  as  in  the  earlier  postwar  years,  afford  to  absorl)  so  fully 
the  financial  and  economic  costs  of  leaderiship  in  trade  and  payments  liberaliza- 
tion without  commensurate  contributions  by  others.  Thus  international  coopera- 
tion and  understanding  are  fundamental  to  future  progress. 

In  conclusion,  important  progress  has  been  made  in  the  past  year.  Some  aspects 
of  international  financial  arrangements  which  placed  intolerable  strain  on  the 
United  States  and  on  the  monetary  system  as  a  whole  have  been  modified.  An 
unprecedented  multilateral  exchange  rate  realignment  has  been  negotiated.  Gov- 
ernments of  the  major  trading  countries  have  begun  to  recognize  the  need  to 
review  international  trading  relationships  and  to  improve  international  mone- 
tary arrangements  over  the  longer  term.  The  opportunity  exists  for  a  future 
even  brighter  than  the  past. 


Annex  1 
Technical  Explanation  of  H.R.  13120 

SECTION  1.  SHORT  TITLE 

This  section  provides  that  the  bill  may  be  cited  as  the  "Par  Value  Modification 
Act." 

SECTION  2.  DEVALUATION  AUTHORIZATION 

Section  5(b)  of  the  Bretton  Woods  Agreements  Act  requires  that  Congress 
mu.st  give  prior  approval  to  any  change  in  the  par  value  of  the  dollar  in  the 
International  Monetary  Fund.  Section  2  would  give  this  approval  by  authorizing 
and  directing  the  Secretary  of  the  Treasury  to  take  the  neces.sary  steps  to  estab- 
lish a  new  par  value  for  the  dollar  of  one  dollar  equals  one  thirty-eighth  (1/38) 
of  one  fine  troy  ounce  of  gold  or  $38  per  fine  troy  ounce  of  gold.  The  initial 
par  value  of  the  dollar  of  one  dollar  equals  one  thirty-fifth  of  a  fine  troy  ounce 
of  gold  was  communicated  by  the  Secretary  of  the  Treasury  John  W.  Snyder  to  the 
Fund  in  1946. 
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Once  congressional  approval  is  obtained,  the  Secretary  will  establish  the  new- 
par  value  by  communicating  it  to  the  Fund.  Under  Article  IV,  Section  5,  of  the 
Fund  Articles  of  Agreement  a  change  in  par  value  may  be  made  only  to  correct 
a  fundamental  disequilibrium  and  then  only  on  the  proposal  of  a  member,  after 
consultation  with  the  Fund.  While  the  Fund  in  certain  circumstances  has  a  right 
to  object  to  a  proposed  change,  it  may  not  do  so  if  the  proposed  change  does  not 
exceed  10  ijercent  of  the  member's  initial  par  value.  Since  the  proposed  change 
in  the  U.S.  par  value  is  less  than  10  percent  of  the  initial  U.S.  par  value,  the  Fund 
may  not  object  to  this  par  value  change. 

Section  2  would  provide  that  the  par  value  of  the  dollar  in  the  Fund  will 
establish  the  relationship  of  the  dollar  to  gold  for  international  purix)ses.  It 
does  not  establish  a  gold  dollar  as  defined  in  Section  15  of  the  Gold  Reserve  Act 
of  1934  (31  U.S.C.  444).  The  gold  dollar  which  would  be  superseded  by  this  Act 
was  relevant  before  par  values  were  established  in  the  Fund.  The  gold  dollar  is 
equal  to  15  and  5/21  grains  of  gold  nine-tenths  fine.  This  value  for  the  dollar 
was  established  by  Presidential  Proclamation  2072  of  January  31,  1934,  pursuant 
to  the  Thomas  Amendment  of  May  12,  1933  (48  Stat.  51,  52),  as  amended  by 
Section  12  of  the  Gold  Reserve  Act  of  1934  (48  Stat.  337,  342). 

There  is  one  domestic  puriwse  for  which  it  is  necessary  to  define  a  fixed  rela- 
tionship between  the  dollar  and  gold.  Section  14(c)  of  the  Gold  Reserve  Act  of 
1934  (31  U.S.C.  405b)  provides  that  the  amount  of  gold  certificates  issued  and 
outstanding  shall  at  no  time  exceed  the  value,  at  the  legal  standard,  of  the  gold 
so  held  against  gold  certificates.  In  order  to  set  a  legal  standard  for  the  issuance 
of  gold  certificates.  Section  2  provides  that  the  new  par  value  shall  define  the  rela- 
tionship of  the  dollar  to  gold  for  the  purpose  of  issuing  gold  certificates.  Thus, 
after  the  new  par  value  is  established,  gold  certificates  may  be  issued  on  the  basis 
of  $38  per  fine  troy  ounce  of  gold  instead  of  on  the  basis  of  the  old  par  value  of 
the  dollar  of  $35  per  fine  troy  ounce  of  gold. 

SECTION    3.    MAINTENANCE   OF   VALUE 

Section  3  of  the  bill  would  authorize  the  Secretary  of  the  Treasury  to  maintain 
the  value  in  terms  of  gold  of  the  holdings  of  United  States  dollars  of  the  Inter- 
national Monetary  Fund,  the  International  Bank  for  Reconstruction  and  Develop- 
ment, the  Inter-American  Development  Bank,  the  International  Development 
Association  and  the  Asian  Development  Bank  to  the  extent  provided  in  the  Arti- 
cles of  Agreement  of  such  institutions.  Each  of  the  Articles  of  Agreement  estab- 
lishing the  foregoing  inteiuiational  financial  institutions  contains  a  provision  for 
maintaining  the  value  in  terms  of  gold  of  a  member's  currency  when  there  is  a 
reduction  in  any  member's  par  value.  The  provisions  differ  in  detail  and  apply  to 
the  institutions'  holdings  of  the  members'  currency  to  members'  subscriptions  or 
to  undisbursed  balances  of  members'  subscriptions. 

The  details  of  the  nature  of  the  obligations  and  the  amount  to  be  paid  in  with 
respect  to  each  institution  are  contained  in  a  report  to  be  submitted  separately. 
Appropriations  will  be  necessary  to  issue  the  letters  of  credit  to  fulfill  the  main- 
tenance of  value  obligations.  Section  3  would  authorize  the  appropriation  of  such 
sums  as  may  be  necessary  for  this  purijose,  to  remain  available  until  expended.  An 
exact  sum  cannot  be  specified  since  total  obligations  can  only  be  definitively  deter- 
mined, in  most  cases,  on  the  basis  of  dollar  holdings  as  of  the  day  on  which  the 
par  value  is  changed. 

SECTION    4.    INCREMENT   IN    VALUE   OF   GOLD 

Section  4  of  the  bill  would  provide  that  the  increase  in  value  of  gold  held  by 
the  United  States,  including  the  gold  held  as  security  for  gold  certificates,  result- 
ing from  the  change  in  par  value  authorized  by  Section  2  of  this  bill  would  be 
covered  into  the  Treasury  as  a  miscellaneous  receipt.  Section  7  of  the  Gold  Re- 
serve Act  of  1934  (31  U.S.C.  408b)  also  provides  that  in  the  case  of  any  decrease 
in  the  weight  of  the  gold  dollar,  the  resulting  increase  in  value  of  gold  would  be 
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covered  into  the  Treasury  as  a  iiiiscellaneous  receipt.  This  statute  is  inapplicable 
since  as  a  technical  matter  there  would  he  no  reduction  in  the  weight  of  the  gold 
dollar  hut,  instead,  this  concept  would  he  superseded  hy  the  creation  of  a  new 
par  value  for  the  dollar.  Thus,  to  he  explicit  ahout  the  disposition  of  the  incre- 
ment in  value  of  gold,  Section  4  provides  for  payment  of  this  increment  of 
approximately  !f828  million  to  miscellaneous  receipts  of  the  Treasury. 


Annex  2 
International  Monetary  System  Resolution  No.  26-9,  October   1,   1971 

W]icrc(i.s  the  present  international  monetary  situation  contains  the  dangers  of 
instability  and  disorder  in  currency  and  trade  relationships  but  also  offers  the 
op])ortunity  for  constructive  changes  in  the  international  monetary  system;  and 

Whereas  it  is  of  the  utmost  importance  to  avoid  the  aforesaid  dangers  and 
assure  continuance  of  the  progress  made  in  national  and  international  wellbeing 
in  the  past  (piarter  of  a  century  ;  and 

Mlicreas  prompt  action  is  necessary  to  resume  the  movement  toward  a  free  and 
multilateral  system  in  which  trade  and  capital  flows  can  contribute  to  the  integra- 
tion of  the  world  economy  and  the  rational  allocation  of  resources  throughout  the 
world ;  and 

Whcreafi  consideration  should  be  given  to  the  improvement  of  the  international 
monetary  system  and  the  adjustment  process  ;  and 

Whereas  the  orderly  conduct  of  the  operations  of  the  International  Monetary 
Fluid  should  be  resumed  as  promptly  as  possible  in  the  interest  of  all  members ; 
and 

Whereas  all  members  of  the  P'^uid  should  participate  in  seeking  solutions  of  the 
aforesaid  problems ; 

Xotr.  therefore,  the  Boaixl  of  Governors  hereby  resolves  that : 

I.  Members  of  the  Fund  are  called  upon  to  collaborate  with  the  Fund  and  with 
each  other  in  order,  as  i)romptly  as  possible,  to : 

(a )  establish  a  satisfactory  structure  of  exchange  rates,  maintained  within 
appropriate  margins,  for  the  currencies  of  members,  together  with  the  reduc- 
tion of  restrictive  trade  and  exchange  practices,  and 

(b)  facilitate  resumption  of  the  orderly  conduct  of  the  operations  of  the 
Fluid. 

II.  Members  are  called  upon  to  collaborate  with  the  Fund  and  with  each  other 
in  efforts  t;>  bring  about : 

(a)  a  reversal  of  the  tendency  in  present  circumstances  to  maintain  and 
extend  restrictive  trade  and  exchange  practices,  and 

(b)  satisfactory  arrangements  for  the  settlement  of  international  trans- 
actions which  will  contribute  to  the  solution  of  the  problems  involved  in  the 
present  international  monetary  situation. 

III.  The  Executive  Directors  are  requested: 

(a)  to  make  reports  to  the  Board  of  Governors  without  delay  on  the  meas- 
ures that  are  necessary  or  desirable  for  the  improvement  or  reform  of  the 
international  monetary  system  ;  and 

(b)  for  the  purpose  of  (a ),  to  study  all  aspects  of  the  international  nione- 
tsiry  system,  including  the  role  of  reserve  currencies,  gold,  and  special  draw- 
ing rights,  convertibility,  the  provisions  of  the  Articles  with  respect  to  ex- 
change rates,  and  the  problems  caused  by  destabilizing  capital  movements ; 
and 

(c)  when  reporting,  to  include,  if  possible,  the  texts  of  any  amendments  of 
the  Articles  of  Agreement  which  they  consider  necessary  to  give  effect  to  their 
recommendations. 
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Table  5. — Reserve  changes  of  all  countries  except  United  States 

[In  millions  of  dollaxs] 


Country 


Changes 

Outstanding 

1970 
quarterly 
average 

1971 
1st  quarter 

1971 
2d  quarter 

June  30,  1971 

+297 
+393 

+1,059 
+166 

+1, 902 

+7 

7,801 
4,852 

+2,270 

+3, 927 

+1,203 

35, 133 

Japan 

Canada 

European  countries 

Belgium-Lux  _ 

France -. --_ 

Germany 

Italy 

Netherlands 

United  Kingdom 

Switzerland  _  _ 

Sweden 

Subtotal— G-10 

All  other  countries  i 

Total,  all  countries  except  United  States. . 

U.S.  official  reserve  transactions  balance 

Of  which  financed  by: 

Sale  of  U.S.  reserve  assets 

Increase  in  U.S.  liabilities  to  foreign  official 
agencies. 


+115  +225  +124  3,196 

+282  +530  +165  5,655 

+1,620  +2,192  +894  16,696 

+77  +672  +66  6,090 

+176  +308  -46  3,496 

+303 

+460 

+98 

-3, 973 

-2, 330 

-6, 303 
-5, 731 

+619  +682  +659 

+1,836  +4,851  5,072 


+75 
+177 
+16 

+490 
-509 
+106 

+303 

+460 

+98 

3,620 

5,083 

965 

+3,228 
+970 

+5, 239 
+1, 801 

+3, 973 
+2,330 

57.454 
2  33, 907 

+4, 198 

+7,040 

+6, 303 

2  91,361 

-2, 455 

-5, 533 

-5,731  .... 

'  Except  United  States. 
2  Estimated. 


Chabt  1 
U.S.  Reserve  Assets  and  Liquid  Liabilities  to  Foreigners 

The  chart  that  follows  shows  how  our  reserve  assets  have  declined  and  our 
short-term  liabilities  to  foreigner.s  have  risen  until  the  short-term  liabilities  are 
now  more  than  five  times  as  large  as  our  reserve  assets. 

Our  liabilities  to  foreign  monetary  authorities,  which  are  included  in  the  $68 
billion  figure  of  total  liquid  liabilities  to  foreigners,  are  currently  estimated  at 
$511/2  billion. 
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U.S.  RESERVE  ASSETS  AND  LIQUID 
LIABILITIES  TO  FOREIGNERS* 


$Bil." 


60 


50 


40  - 


30 


20  - 


10 


U.S.  Liquid  Liabilities 
to  All  Foreigners* 


$Bil. 


-  60 


N  on -liquid,  to  Foreign  Official  Agencies 


50 


40 


30 


20 


10 


1951 


'54      '56      '58      '60       '62       '64      '66       '68      '70        72 


'Including  non-liquid  liabilities  to  toreign  official  agencies. 
Source:  Treasury  Bulletin 
**  Dec.  31,  1971 
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Table  6. —  U.S.  reserve  assets  and  liquid  liabilities  to  foreigners  ^ 
[In  billions  of  dollars] 


U.S. 

U.S. 

U.S.  Uquid 

liabilities 

U.S.  liquid 

liabilities 

U.S.  reserve 

liabilities 

(liquid  and 

U.S.  reserve 

liabilities 

(liquid  and 

Yeai- 

assets 

to  all 

nonliquid) 

Year 

assets 

to  all 

nonliquid) 

foreigners  • 

to  foreign 
official 
agencies 

foreigners  ' 

to  foreign 
official 
agencies 

1960 

24.3 

8.9 

(2) 

1961 

18.8 

22.9 

(12.  6) 

1951 

24.3 

8.8 

(2) 

1962 

17.2 

24.3 

(13.  8) 

1952 

24.7 

10.4 

m 

1963 

16.8 

26.5 

(15.  4) 

1953 

23.6 

11.4 

m 

1964 

16.7 

29.6 

(16.  7) 

1954 

23.0 

12.5 

(2) 

1966 

15.5 

29.7 

(16.  8) 

1955 

22.8 

13.5 

m 

1966 

14.9 

31.1 

(16.  0) 

1956 

23.7 

15.3 

(2) 

1967 

14.8 

35.8 

(19.  3) 

1967 

24.8 

15.8 

(2) 

1968 

15.7 

38.6 

(18.  6) 

1968 

22.5 

16.8 

(') 

1969 

17.0 

46.0 

(17.1) 

1959 

21.6 

19.4 

(10.6) 

1970 

14.6 

47.1 

(24.  5) 

1960 

19.4 

21.0 

(11.9) 

1971 

12.1 

3  68.0 

3(51.5) 

1  Including  nonliquid  liabilities  to  foreign  official  agencies. 
-  Not  available. 
3  Estimated. 

Chart  2 
U.y.  Official  Reserve  Transactions  Balance  and  Net  Liquidity  Balance 

This  chart  shows  that  the  U.S.  has  had  deficits  in  every  year  since  1960  on  tlie 
net  liquidity  balance  but  that  the  deficit  increased  enormously  in  1971.  Measured 
on  the  oflBcial  reserve  transactions  basis,  we  were  in  deficit  in  nine  of  the  last 
12  years,  with  a  very  large  deterioration  in  1970  and  a  further  enormous 
deterioration  in  1971. 


MEASURES  OF  THE  U.S.  BALANCE  OF  PAYMENTS 
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Table  7. — Measures  of  the   U.S.  balance  of  payments,  official  reserve  transactions 
balance  and  net  liquidity  balance 

I  III  billions  of  dollars] 

Net  liquidity       Official  reserve 
balance  transactions 

balance 

1960 _o  -  „, 

1961 ::::::::::::::':"■" J.;  zli 

1962 _.7o  ,V- 

1964 ....:.:.::::::::::  -z?  -\i 

1965. _  _r,  c  _1  O 

1966 _.",,  ^Yy 

1967 --;-;-"-!'^!;!::::::::::::::::::::  -It  _3"4 

1968 — ifi  1K 

1969 :.:::::::::::::::::::::::;-  _6i  '1 

1970 _.._ 1  _it  ,  _j-: 

^^^71 1  2  -24.0       1  2  -30.25 

1  Excludes  SDR  allocation  of  $867,000,000  in  1970  and  $717,000,000  in  1971. 
-  Estimate. 

Chart  3 
T'.S.  Balances  on  Goods,  Services  &  Remittances  and  on  Long-Term  Capital 

This  chart  is  one  of  the  series  designed  to  show  the  structure  of  the  U.S. 
hahuice  of  payments.  It  indicates  tliat  with  minor  exceptions  tlie  United  States 
maintained  a  favorable  balance  on  goods,  services  and  remittances  until  1071.  At 
the  same  time  we  have  experienced  sizable  net  outflows  of  long-term  cai)ital. 
These  figures  include  the  investments  made  by  American  firms  as  well  as 
government  loans  and  grants. 
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Table  8. —  U.S.  balance  on  goods,  services,  and  remittances  and  on  long-term  capital 

[In  billions  of  dollars] 


Balance  on 

goods, 

Balance 

on 

Balance  on 

goods. 

Balance 

on 

services, 

and 

long-term 

services. 

and 

long-term 

remittances 

capital 

1 

remittances 

capital 

1951 

3.3 

-3.6 

1962 

4.4 

-5.4 

1952 

1.8 

-3.4 

1963 

5.2 

-6.4 

1953- 

-.1 

-2.4 

1964 

7.7 

-7.7 

1954 

1.3 

-2.3 

1965 

6.1 

-7.9 

1955 

1.6 

-2.9 

1966 

4.3 

-5.9 

1956 

3.5 

-4.4 

1967 

3.9 

-7.1 

1957 

5.2 

-5.4 

1968 

1.3 

-2.7 

1958 

1.6 

-5.1 

1969 

.7 

-3.6 

1959 

-.5 

-3.6 

1970 

2.2 

-5.2 

1960 

3.5 

-4.7 

1971 

-m 

-9^2 

1961 

5.0 

-4.9 

1  Including  Government  economic  grants. 

2  Rough  estimate  based  on  incomplete  data. 

Source:  Survey  of  Current  Business. 

Chart  4 
U.S.  Balance  of  Payments  on  Current  and  Long-Term  Capital  Account 

This  chart  shows  that  the  United  States  has  had  a  deficit  on  this  balance 
in  almost  every  year  for  the  last  20  years.  What  this  means  is  that  the  nation 
has  not  received  enough  from  the  sales  of  goods  and  services  and  from  foreign 
investments  here  to  offset  the  long-term  investments  made  by  U.S.  industry 
and  government  outside  the  United  States. 


U.S.  BALANCE  OF  PAYMENTS  ON  CURRENT 
AND  LONG-TERM  CAPITAL  ACCOUNT 
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Table  9. —  U.S.    balance   of  payments   on   current   and   long-term   capital   account 


1961- 
1962. 
1963. 
1964. 
1966. 
1966. 
1967. 
1968. 
1969. 
1960. 
1961. 


Billions 

—$0.3 

—1.7 

-2.6 

—.9 

—1.3 

—.9 

—.3 

-3.5 

—4.1 

—1.2 

0 


1962. 
1963. 
1964. 
1966. 
1966. 
1967. 
1968. 
1969. 
1970. 
1971. 


Billions 
—$1.0 
—1.3 

0 
—1.8 
—1.6 
—3.2 
—1.3 
—2.9 
-3.0 
»— 11.0 


>  Rough  estimate  based  on  incomplete  data. 


Chart  5 


Tbaue  and  Military  Expenditures 

The  chart  that  follows  shows  that  our  merchandise  trade  balance  varies  greatly 
from  year  to  year  but  that  in  recent  years  the  trend  was  dowTi.  Our  position 
is  best  when  foreign  countries  are  operating  at  or  near  capacity  levels  and  our 
own  economy  is  growing  less  rapidly.  Thus  we  had  a  record  trade  surplus  of 
nearly  $7  billion  in  1964,  but  under  similar  conditions  in  1970  the  surplus  was 
only  $2.1  billion.  On  the  other  hand,  if  the  United  States  is  experiencing  a 
period  of  excess  domestic  demand,  our  trade  position  tends  to  be  weaker,  par- 
ticularly if  some  of  our  major  markets  should  be  going  through  periods  of 
relatively  slower  growth.  The  very  small  trade  suriilus  recorded  in  1968  reflects 
these  conditions.  In  1971,  even  though  the  cyclical  situation  continued  to  favor 
U.S.  trade  position,  the  trade  balance  moved  into  deficit. 

The  chart  also  shows  that  in  the  early  1960's  prior  to  Vietnam,  the  United 
States  was  gradually  reducing  its  net  military  expenditure  outlay.  Since  1965 
that  trend  has  been  reversed.  Last  year,  because  of  a  large  increase  in  foreign 
purchases  of  military  equipment  in  this  country,  U.S.  net  military  expenditures 
are  estimated  to  have  dipped  below  $3  billion  for  the  first  time  since  1966. 

COMPOSITION  OF  U.S.  BALANCE  OF  PAYMENTS 

MERCHANDISE  TRADE'AND  MILITARY  EXPENDITURES 
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Table  10. —  U.S.  merchandise  trade  and  military  expenditures,  net 

[In  billions  of  dollars] 


Trade 
balance 


Balance  on 
military 


1951. 
1962. 
1953. 
1954. 
1955. 
1966. 
1957. 
1958. 
1969. 
1960. 
1961. 
1962. 
1963. 
1964. 
1965. 
1966. 
1967- 
1968. 
1969. 
1970. 
1971. 


3.1 

-1.3 

2.6 

-2.1 

1.4 

-2.4 

2.6 

-2.5 

2.9 

-2.7 

4.8 

-2.8 

6.3 

-2.8 

3.6 

-3.1 

1.1 

-2.8 

4.9 

-2.8 

6.6 

-2.6 

4.6 

-2.4 

6.2 

-2.3 

6.8 

-2.1 

5.0 

-2.1 

3.9 

-2.9 

3.9 

-3.1 

.6 

-3.1 

.6 

-3.3 

2.1 

-3.4 

2.9 

1-2M 

'  Rough  estimate  based  on  incomplete  data. 
Source:  Survey  of  current  business. 

Chabt  6 

Deterioration  in  U.S.  Trade  Balance  Since  1964 

The  U.S.  trade  balance  deteriorated  by  $9  billion  between  1964  and  1971,  going 
from  a  surplus  of  $7  billion  in  1964  to  a  deficit  of  $2  billion  last  year.  We 
experienced  deterioration  in  our  trade  position  with  nearly  all  areas  of  the 
world  except  for  Latin  America  and  parts  of  Western  Europe.  As  the  chart 
illustrates,  the  deterioration  in  our  trade  with  Canada  and  Japan  exceeded 
$6.5  billion.  Our  deterioration  with  Japan  was  $3,447  million  and  our  deteriora- 
tion with  Canada  was  $3,072  million.  With  the  European  Communities,  our 
trade  position  deteriorated  by  $1.6  billion. 

DETERIORATION  OF  U.S.  TRADE  BALANCE  SINCE  1964 


Source:  FT  990.  U  S  Census  Bureau 
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Table  11. — Deterioralion  in  U.S.  trade  balance  since  1964 
[In  millions  of  dollars] 

1964  1971 

Japan _ _ 241  -3, 206 

Canada.  _ 676  -2,396 

European  Economic  Community 2,438  865 

Other  West  Europe. , 766  1,567 

Latin  America 308  794 

Other  countries _.  2,577  329 

Source:  FT-990,  U.S.  Census  Bureau. 

Chart  7 
The  Composition  of  World  Reserves,  1J)50-1971 

The  chart  that  follows  .shows  that  the  proportion  of  world  resen'es  represented 
by  gold  has  deeline<l  from  more  than  two-thirds  of  the  total  in  lO.'iO  to  le-ss  than 
one-third  on  September  30.  1971.  Foreign  exchange,  on  tlie  other  hand,  has  in- 
creased from  one-fourth  of  total  reser\'es  in  1950  to  almost  60  percent  in  1971. 


COMPOSITION  OF  WORLD  RESERVES,  1950-1971 
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Table  12. — The  composition  of  world  reserves 
[In  millions  of  dollars] 


End  of  year 


Gold  (all 
countries) 


Foreign 
exchange 


Reserve 
position  in 
the  Fund 


Total 

I's 

reserves 

N.A. 

48, 715 

N.A. 

49, 360 

N.A. 

49, 920 

N.A. 

51, 780 

N.A. 

53, 470 

N.A. 

54,305 

N.A. 

56, 150 

N.A. 

56, 645 

N.A. 

57,710 

N.A. 

57, 520 

N.A. 

60, 620 

N.A. 

62, 675 

N.A. 

63,110 

N.A. 

66, 620 

N.A. 

69,035 

N.A. 

71,015 

N.A. 

72,640 

N.A. 

74,  270 

N.A. 

77,330 

N.A. 

78, 190 

3,124 

92, 505 

5,894 

2  117,330 

1950 33, 

1951.. -.. 33, 

1952 33, 

1953.. 34, 

1954 -.- -  34, 

1955 35, 

1966.. 36, 

1957.. -...  37, 

1958 -  38, 

1959 37, 

1960 38, 

1961 38, 

1962 39, 

1963.. - 40, 

1964 40, 

1965 41, 

1966 _-  40, 

1967 39, 

1968 38, 

1969 39, 

1970.. 37, 

19711.-. - 236, 


755 
925 
900 
320 
950 
410 
055 
305 
030 


275 
225 
840 
855 
910 
505 
940 
125 
185 
230 


13,290 
13, 720 
14, 245 
15, 565 
16,  675 
17,015 
17,820 
17, 025 
17, 120 
16, 385 
18,985 
19, 625 
20, 035 
22, 455 
24, 040 
23,790 
25, 405 
29, 020 
31,910 
32, 345 
44, 520 
68, 930 


1,671 
1,713 
1,777 
1,891 
1,845 
1,880 
2,278 
2,313 
2,557 
3,250 
3,570 
4,158 
3,795 
3,940 
4,155 
5,376 
6,330 
5,748 
6,488 
6,726 
7,697 
6,279 


1  End  September. 

2  Estimate. 

N.A.  Not  applicable. 

Source:  Supplement  to  1966-67  and  Jan.  1972  IFS. 


Table  13. — The  percentage  composition  of  world  reserves 


Gold  (all 

Foreign 

Reserve 

Total 

End  of  year                  countries) 

exchange 

position  in 

SDR's 

reserves 

the  Fund 

1950 

69.3 

27.3 

3.4 

N.A. 

100.0 

1951 

.-. 68.7 

27.8 

3.5 

N.A. 

100.0 

1952 

67.9 

28.5 

3.6 

N.A. 

100.0 

1953 

66.3 

30.1 
31.  2 

3.7 
3.5 

N.A. 

N.A. 

100.0 

1954 

65.4 

100.0 

1955 

65.2 

31.3 
31.7 

3.5 

4.1 

N.A. 
N.A. 

100.0 

1956 

64.2 

100.0 

1957 

65.9 

30.1 

4.1 

N.A. 

100.0 

1958 

_.                     65.9 

29.7 

4.4 

N.A. 

100.0 

1959 

..-_ 65.9 

28.5 

5.7 

N.A. 

100.0 

1960 

62  8 

31.3 

5.9 

N.A. 

100.0 

1961 _. 

62.1 

3L3 

6.6 

N.A. 

100.0 

1962 

62.2 

3L7 

6.0 

N.A. 

100.0 

1963 

60.4 

33.7 

5.9 

N.A. 

100.0 

1964 

59.2 

38.4 

6.0 

N.A. 

100.0 

1965 

.  ..     --                        58.9 

33.5 
35.0 

7.6 

8.7 

N.A. 
N.A. 

100.0 

1966_. 

56.3 

100.0 

1967 

53.2 

39.1 

7.7 

N.A. 

100.0 

1968 

50.4 

41.3 

8.4 

N.A. 

100.0 

1969 

50.0 

41.4 

8.6 

N.A. 

100.0 

1970 

40.2 

48.1 

8.3 

3.4 

100.0 

1971' 

30.9 

58.7 

5.4 

5.0 

100.0 

'  End  September. 

N.A. — Not  applicable. 

Source:  Supplement  to  1966-67  and  Jan.  1972  IFS. 
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Exhibit  57. — Statement  by  Secretary  Connally,  March  1,  1972,  before  the  House 
Banking  and  Currency  Committee 

I  welcome  the  opportunity  to  appear  t(Klay  to  express  my  strong  support  for 
the  Par  Value  Modification  Bill  (H.R.  13120)  and  to  urge  its  prompt  enactment. 
This  bill  has  one  essential  purijose,  and  a  very  important  pun^ose — to  establish 
a  new  par  value  for  the  dollar  at  the  equivalent  of  $38  per  ounce  of  gold,  as  part 
of  a  general  realignment  of  world  currencies. 

The  agreement  reached  at  the  Smithsonian  Institution  last  December  18 
was  an  unprecedented  step  in  world  monetary  affairs.  It  was  the  first  negotiated 
multilateral  exchange  rate  realignment — the  first  attempt  to  reorder  the  entire 
pattern  of  exchange  rates  among  major  currencies  to  seek  a  better  equilibrium. 
Coimtries  in  large  and  persistent  balance  of  payments  suri>lus — Japan,  Germany, 
and  others — agreed  to  increase  the  par  value  of  their  currencies.  We  for  the 
United  States  agreed  to  propose  to  the  Congress  a  reduction  in  the  par  value  of 
the  dollar  by  increasing  the  dollar  price  of  gold  by  8.57  percent. 

The  total  of  the  agreed  exchange  rate  changes  is  sizable.  We  calculate  that  it 
is  equal  to  a  weighted  average  realignment  of  approximately  12  percent  between 
the  dollar  and  the  currencies  of  our  major  industrial  competitors  excluding  the 
Canadian  dollar  which  continues  to  float. 

I  do  not  expect  the  currency  realignment  alone  to  solve  our  international  finan- 
cial and  economic  problems.  There  is  no  panacea  for  these  difficulties.  But  it  does 
represent  major  progress.  Exchange  rate  changes  have  a  per\^asive  quality — in 
time  they  work  their  way  through  the  entire  fabric  of  the  economy  influencing  all 
aspects  of  foreign  trade  and  payments.  The  multilateral  realignment,  changing 
not  only  the  dollar  relative  to  other  currencies  but  also  the  relationship  of  the 
other  currencies  among  themselves,  should  strongly  promote  an  improved  equi- 
librium in  the  entire  worldwide  payments  structure  enabling  the  monetary  system 
to  operate  more  smoothly  and  more  effectively. 

Another  dimension  of  our  overall  effort  concerns  trade  arrangement.  Material 
has  been  submitted  to  the  committee  on  the  results  of  recent  trade  negotiations 
with  our  major  trading  partners.  We  made  clear  in  the  Smithsonian  agreement 
that  we  would  not  propose  devaluation  of  the  dollar  until  at  least  the  first  phase 
of  these  negotiations  was  completed  and  the  results  made  available  for  congres- 
sional scrutiny. 

These  negotiations  have  signalled  a  change  in  the  U.S.  approach.  That  ap- 
proach continues  to  look  outward  toward  expanded  trade.  But  it  recognizes  that 
liberal  policies  in  the  United  States  must,  in  the  last  analysis,  rest  on  the  firm 
economic  and  political  base  of  equitable  opportunities  for  our  exporters  abroad. 
AVe  mean  to  pursue  that  objective  with  diligence  and  vigor.  I  believe  it  is  not 
only  in  our  self-interest  but  that  of  the  world  community,  for  in  the  absence  of 
success  our  will  and  capacity  to  support  liberal  trade  and  payments  policies  will 
inevitably  be  eroded. 

I  can  report  we  have  concluded  agreements  of  value  with  the  European  Com- 
munity and  particularly  Japan.  These  provide  some  immetliate  progress  toward 
improving  our  access  to  foreign  markets.  They  look  to  more  comprehensive 
negotiations  this  year  and  next.  These  agreements  are  useful  first  steps.  They  do 
not  represent  full  success,  but  they  are  a  beginning. 

Regrettably,  we  have  not  been  able  to  reach  agreement  with  Canada.  We  are 
concerned  that  a  number  of  trade  agreements  and  arrangements  with  that  coun- 
try, established  at  an  earlier  time  in  a  quite  different  economic  environment,  need 
to  be  brought  into  better  balance  in  accord  with  present  needs  and  realities. 
While  the  two  governments  have  remained  some  distance  ai)art  on  this  matter, 
we  intend  to  continue  to  seek  appropriate  means  of  achieving  our  objectives. 

Combined  with  the  necessary  changes  in  par  values  by  other  countries,  devalua- 
tion of  the  dollar  will  formalize  the  pattern  of  exchange  rates  negotiatetl  last 
December  and  which  since  then,  dc  facto,  has  prevailed  in  the  exchange  markets. 
The  formal  change  in  par  value  does  not  end  the  suspension  of  the  convertibility 
of  the  dollar  into  gold  or  other  reserve  assets  that  was  initiiited  on  August  15  of 
last  year. 

The  prime  consequence  of  the  international  realignment  of  currency  values  is, 
of  course,  to  improve  subs"tantially  the  competitive  position  of  U.S.  producers 
in  both  domestic  and  overseas  markets.  Over  time  these  changes  should  work 
strongly  toward  restoring  a  trade  suri)lus  for  the  United  Strifes. 

I  believe  these  changes  can  and  will  be  achieved  consistent  with  the  needs  of 
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our  trading  partners.  A  healthy  external  position  for  the  U.S.  economy  demonr 
strably  requires  a  substantial  improvement  in  our  trade  position.  It  seems  to  me 
evident  that  a  healthy  vs^orld  economy,  a  stable  monetary  system,  and  a  liberal 
trading  order  rest  in  part  on  our  success  in  achieving  that  objective. 

We  have  made  clear  on  many  occasions  that  we  do  not  expect  the  currency 
realignment  to  correct  our  trade  and  payments  position  quickly.  We  expect — 
and  our  trading  partners  expect — the  U.S.  underlying  balance  of  payments  to 
remain  in  deficit  this  year.  Experience  by  other  countries  shows  the  initial  price 
effects  of  currency  realignment  on  imports  and  exports  are  all  too  likely  to  be 
perverse.  Moreover,  cyclical  factors  may  be  less  favorable  to  the  U.S.  balance 
this  year  with  our  economy  growing  more  vigorously  than  those  of  most  of  our 
major  competitors.  In  contrast,  the  full  benefits  of  favorable  changes  in  physi- 
cal volumes  of  trade  due  to  the  shifts  in  exchange  rates  may  not  be  felt  for 
2  years  or  more. 

We  anticipate  that  our  basic  deficit  (which  includes  current  account  plus 
long-term  capital  flows)  will  be  substantially  below  the  roughly  $11  billion 
deficit  recorded  last  year.  The  official  reserves  transactions  deficit  (which  also 
includes  short-term  capital  flows)  should  be  enormously  reduced  from  the  highly 
abnormal  $30  billion  recorded  last  year. 

The  Treasury  did  not  share  the  exaggerated  hopes  of  some  that  there  would 
be  a  massive  return  flow  of  dollars  to  the  United  States  immediately  after  the 
Smithsonian  agreement.  Likewise,  we  do  not  share  the  abrupt  swing  to  pessi- 
mism in  some  quarters  when  these  unfounded  expectations  were  not  realized. 
One  of  the  most  helpful  things  we  could  have  now  is  a  greater  sense  of  realism 
in  viewing  the  international  monetary  scene.  After  all,  we've  had  quite  an  up- 
heaval. Some  of  the  presumptions  of  the  past  are  no  longer  valid  and  the  process 
of  change  inevitably  results  in  some  uncertainties.  It's  going  to  take  time  to 
achieve  a  more  satisfactory  pattern  of  world  payments  and  to  revise  and  improve 
our  international  monetary  system.  But  we  have  also  made  large  and  demon- 
strable progress  in  establishing  the  basic  conditions  to  restore  equilibrium.  I 
am  confident  the  benefits  will  become  apparent  as  we  move  ahead. 

I  want  to  emphasize  the  devaluation  of  the  dollar  breaks  with  most  earlier 
currency  devaluation  in  one  important  respect.  It  came  not  at  a  time  of  over- 
heating and  excess  demand  at  home  but  at  a  time  of  economic  slack.  In  this  con- 
text the  so-called  classic  measures  to  accompany  devaluation — tight  money  and 
restraint — to  release  additional  resources  for  export  are  not  necessary.  Indeed, 
in  our  present  circumstances  they  would  be  harmful.  Instead,  we  can  welcoiie 
the  stimulus  to  domestic  jobs  and  production  implicit  in  the  international  adjust- 
ment. As  a  rule  of  thumb — but  no  more  than  that — each  $1  billion  improvement 
in  the  trade  balance  might  bring  a  gain  of  about  60,000  jobs.  The  gain  in  jobs 
from  realignment  would  not  be  immediate.  It  would  come  over  a  period  of  2 
years  or  more  along  with  the  improvement  in  the  trade  balance. 

Apart  from  these  economic  effects  of  the  realignment  the  change  in  par  value 
of  the  dollar  more  or  less  automatically  entails  some  changes  in  the  asset  and 
liability  position  of  the  U.S.  Government  expressed  in  dollars.  One  effect  is  to 
maintain  the  relative  share  of  U.S.  participation  in  international  financial  insti- 
tutions and  thus  our  share  of  the  ownership  and  voting  power.  The  adjustments 
in  assets  and  liabilities  can  be  condensed  into  four  categories  : 

(1)  The  dollar  value  of  our  gold  holdings  will  increase  by  some  $828  million, 
or  8.57  percent,  resulting  in  an  equivalent  cash  gain  for  the  Treasury  and  reduc- 
tion in  our  borrowing  need. 

(2)  Our  International  Monetary  Fund  subscription  will  be  increased  in  terms 
01'  dollars  by  8.57  percent.  This  increases  our  rights  to  draw  foreign  currencies 
from  the  Fund  by  $575  million.  Our  obligation  to  provide  additional  dollars 
to  the  Fund  will  increase  by  only  $525  million  since  that  part  of  past  subscrip- 
tions paid  in  gold  will  be  revalued  without  additional  dollar  payments.  These 
monetary  transactions  have  no  budgetary  or  cash  impact. 

(3)  Maintenance  of  value  of  the  paid  in  subscriptions  to  the  international  de- 
velopment institutions  will  require  as  much  as  $406  million.  Initially,  these  sub- 
scriptions will  be  paid  in  letters  of  credit,  but  as  drawn  upon  this  will  entail  both 
a  cash  and  budgetary  drain.  The  impact,  however,  will  be  spread  over  a  period  of 
10  years  or  more  and  not  begin  until  fiscal  year  1974. 

(4)  Our  subscriptions  to  the  callable  capital  of  the  international  development 
institutions  will  increase  by  some  $663  million.  These  subscriptions  provide  ulti- 
mate security  for  the  private  market  borrowings  of  these  institutions ;  they  have 
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never  been  called  in  the  i>ast,  and  it  is  highly  unlikely  they  would  be  called  in  the 
future.  Thus,  this  obligation  represents  a  remote  contingent  liability  without 
budgetary  or  cash  impact. 

It  is  contemplated  that  the  various  obligations  incurred  by  maintenance  of  value 
requirements,  however  remote,  will  need  to  be  covered  by  appropriations  in  an 
approximate  amount  of  $1.5  to  $1.6  billion.  The.se  appropriations,  of  course,  only 
deal  with  the  liability  side  of  the  equation  and  do  not  reflect  the  offsetting  gains. 

Overall,  the  net  result  of  the  series  of  transactions  will  be :  In  terms  of  its 
effects  on  Treasury  cash,  to  increase  our  resources  through  the  writeup  of  our 
gold  holdings ;  in  terms  of  budgetary  expenditures,  a  probable  rough  balance 
between  savings  on  interest  expense  (as  a  result  of  the  added  cash  resources  of 
the  Treasury)  and  the  additional  paid-in  capital  subscription  to  the  international 
development  institutions:  in  terms  of  our  overall  asset  and  lial)ility  position,  an 
approximate  offset  between  added  contingent  and  deferred  lial)ilities  and  the  in- 
creased value  of  our  gold  and  capital  subscriptions. 

In  addition  to  these  adjustments  in  assets  and  liabilities,  net  losses  on  certain 
operational  foreign  exchange  account.s,  including  both  so-called  swaps  and  foreign 
currency  borrowing  maintained  by  the  Exchange  Stabilization  PXuid  and  the  Fed- 
eral Reserve,  will  be  absorbed  by  those  institutions.  These  losses  are  presently 
estimated  at  about  $145  million  for  the  ESF  and  under  $200  million  for  the  Fed- 
eral Reserve.  These  losses  do  not  affect  the  budget  except  indirectly  to  the  extent 
a  reduction  in  net  Federal  Reser\'e  profits  reduces  its  payments  to  the  Treasury. 

In  the  international  negotiations  following  the  suspension  of  convertibility  on 
August  15,  a  prime  U.S.  objective  was  to  obtain  a  major  international  currency  re- 
alignment. I  would  recall  to  the  committee  that  we  entered  these  negotiations 
with  the  strong  view  tliat  the  preferable  course  would  be  to  achieve  the  necessary 
realignment  without  disturbing  the  long-established  official  dollar  price  of  gold. 
That  conclusion  was  based  on  several  considerations. 

We  wished  to  emphasize  the  view  that  over  time  the  monetary  role  of  gold 
should  diminish,  and  we  did  not  wish  to  foster  speculation  over  price  increases 
that  would  tend  to  maintain  that  role.  Moreover,  unilateral  U.S.  action  to  change 
our  stated  price  for  gold  did  not  appear  a  useful  method  of  achieving  the  desired 
realignment  of  exchange  rates  because  of  the  probability  tliat  other  countries 
would  follow  suit  in  whole  or  in  part  by  changing  the  price  of  gold  in  their  cur- 
rencies. The  net  effect  would  have  been  a  general  increase  in  the  official  price  of 
gold.  Thus,  international  agreement  on  an  appropriate  pattern  of  exchange  rates 
was  the  heart  of  the  problem. 

As  the  negotiations  progressed,  however,  certain  other  countries  strongly  re- 
sisted a  realignment  of  exchange  rates  not  accompanied  by  formal  revaluation 
by  the  United  States  in  terms  of  the  official  gold  price.  At  the  same  time  the  nego- 
tiations confirmed  that  whether  or  not  the  United  States  agreed  to  change  the 
dollar  price  of  gold  the  size  of  the  effective  exchange  rate  change  would  be  deter- 
mined by  the  decisions  of  oiu*  trading  partners  with  respect  to  their  own  parities. 

In  this  difficult  negotiating  situation  the  conclusion  was  reached  that  if  a 
change  in  the  dollar  price  of  gold  has  to  be  included  we  could  obtain  an  earlier 
and  more  favorable  resolution  of  the  realiginnent  question.  At  the  same  time 
we  limited  the  change  to  a  level  acceptable  to  other  industrial  coimtries  without 
substantial  emulation.  This  was  the  nature  of  the  bargain  concluded  at  the  Smith- 
sonian— combining  the  maximum  fea.sible  exchange  rate  realignment  with  an  in- 
crease in  the  official  dollar  value  of  gold  as  well  as  decreases  in  the  value  of  gold 
expressed  in  terms  of  a  ninnber  of  other  currencies. 

I  want  to  make  clear  that  this  decision  does  not  change  our  view  that  the 
monetary  role  of  gold  should  continue  to  diminish — a  trend  already  well  estab- 
lished. In  this  instance  a  change  in  the  official  dollar  gold  price  has  been  neces- 
sary to  facilitate  a  currency  realignment.  At  the  same  time  the  official  price  of 
gold  in  terms  of  a  number  of  other  currencies  will  decline.  These  changes  in  no 
way  indicate  that  gold  provides  a  satisfactory  basis  for  supplying  necessary 
increases  in  world  liquidity  in  the  years  ahead.  I  believe  the  difficulty  of  these 
recent  negotiations  and  the  en.suing  si>eculation  in  private  gold  markets  em- 
phasize further  the  need  to  move  away  from  dependence  on  gold  in  the  monetary 
system  internationally,  an  objective  long  since  achieved  by  virtually  all  countries 
domestically. 

I  do  not  believe  that  our  objective  of  reducing  the  monetary  role  of  gold  would 
be  furthered  by  bills  now  before  the  Congress  to  facilitate  private  holding  of 
gold.  In  fact,  such  legislation  might  simply  foment  gold  speculation  and  raise 
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unnecessary  questions  of  our  intentions  in  that  respect.  This  is  a  matter  that 
should  be  considered  and  resolved  at  a  later  date  when  the  monetary  role  of  gold 
has  been  definitely  settled  as  part  of  overall  monetary  reform. 

In  the  period  ahead  we  must  resolve  not  only  the  question  of  the  role  of  gold 
in  the  international  monetary  system  but  also  many  other  critical  problems  of 
reform.  Today  I  hope  the  committee  will  direct  its  attention  to  the  single  issue  in 
the  bill  before  you — devaluation  of  the  dollar  as  part  of  a  general  currency 
realinement.  I  urge  you  to  report  this  bill  promptly  and  favorably  without 
complicating  amendments.  Swift  enactment  of  a  clean  bill  will  serve  to  consoli- 
date the  new  pattern  of  exchange  rates  which  has  been  negotiated.  It  will  remove 
a  source  of  uncertainty  for  the  markets.  It  will  allow  us  to  turn  our  full  attention 
to  the  search  for  solutions  to  fundamental  problems  in  our  monetary  and 
trading  structure. 

The  new  pattern  of  exchange  rates  thus  consolidated  will  provide  an  oppor- 
tunity to  rebuild  our  Nation's  external  strength.  But  realignment  alone  will 
not  assure  that  strength. 

Wc  must  intensify  our  efforts  for  better  balanced  trading  arrangements  that 
provide  our  exporters  with  equitable  access  to  markets.  Lowering  our  export 
prices  accomplishes  little  if  other  trade  barriers  frustrate  our  efforts  to  expand 
overseas  sales. 

We  must  achieve  growth  ivithout  inflation.  Renewed  growth  is  essential  to 
raise  our  productivity.  I  have  great  confidence  in  the  ability  of  our  country — 
industry,  labor,  and  government — to  control  costs  and  prices  not  just  as  well  as 
our  competitors  but  better  than  our  competitors. 

Wc  must  restore  the  vigor  of  our  export  industries  and  improve  our  technology. 

These  are  fundamental  requirements.  They  will  not  be  achieved  without  deter- 
mination and  effort.  But  we  are  moving  in  the  right  direction,  and  I  cannot 
doubt  that  this  Nation  will  measure  up  to  the  tasks. 


Exhibit  58. — Remarks  by  Secretary  Connally,  March  15,  1972,  before  the  Council 
on  Foreign  Relations,  New  York  City 

On  this  date  7  months  ago  the  President  of  the  United  States  initiated  what 
has  come  to  be  known  as  the  new  economic  policy.  The  goals  of  that  policy  were 
three :  First,  to  curb  the  insidious  inflation  imperiling  our  domestic  stability 
and  well-being ;  second,  to  stimulate  responsibly  the  healthy  growth  of  our  domes- 
tic economic  activity  and  to  provide  the  necessary  jobs  for  American  workmen ; 
and,  third,  to  strengthen  our  Nation's  position  both  for  more  successful  competi- 
tion within  and  for  more  constructive  influence  upon  the  world's  systems  of 
international  trade  and  finance. 

It  was  recognized  at  the  time  that  none  of  these  goals  would  be — or  could  be — 
attained  simply  by  their  proclamation.  Fulfillment  of  such  objectives  separately 
or  together  is  a  monumental  task.  Nonetheless,  it  can  be  said  that  implemen- 
tation of  the  President's  policy  has  achieved  striking  progress  in  all  spheres. 

In  this  context  I  want  to  consider  with  you  tonight  the  progress  which  has 
been  made — and  the  opportunities  for  still  greater  progress  which  have  been 
brought  into  being — in  just  one  of  these  spheres ;  that  is,  in  regard  to  the  foreign 
monetary  policy  and  international  economic  leadership  of  the  United   States. 

When  the  President  acted  last  August  there  was  implicit  in  his  decision  a 
recognition  that  the  industrial  and  trading  nations  of  Europe,  North  America 
and  the  Pacific  have  come  to  the  end  of  what  might  be  called  "the  postwar 
world." 

That  world  was  shaped  and  faithfully  served  by  agreements,  arrangements, 
and  attitudes  born  of  another  time.  At  the  time  of  conception,  during  and  just 
after  World  War  II,  it  was  undeniably  the  reality  that  the  United  States  stood 
apart,  strong  and  unscarred,  in  a  world  weakened  and  disfigured  by  a  generation 
of  tension,  conflict,  and  devastation.  Under  conditions  then  prevailing,  men 
could — and  did — reason  that  the  strength  of  the  United  States  was  strength  to 
which  others  might  cling  as  they  undertook  the  long  and  demanding  labors  of 
restoring  their  own  societies  and  their  own  economies.  Furthermore,  in  that  time 
Americans  themselves  could — and  did — accept  as  the  basis  for  their  own  policies 
that  what  was  good  for  the  world  must  be,  in  the  end,  best  for  the  United  States 
itself. 

Accordingly,  out  of  that  time  there  came  into  being  a  world  in  which  the 
United  States  willingly  assumed  responsibilities  others  could  not  bear,  willingly 
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bore  burdens  others  did  not  share,  and  willingly  lived  with  competitive  disad- 
vantages so  that  others  could  build  their  strength. 

Over  the  span  of  a  quarter  of  a  century  those  arrangements  remained  un- 
changing even  as  the  world  itself  greatly  changed.  The  realities,  reason  and 
rationales  of  the  1940's  eroded  yet  the  underlying  structure  of  world  trade  and 
finance  stood  still.  By  the  end  of  the  decade  of  the  sixties,  it  was  supported  not 
by  a  solid  foundation  but  only  by  a  ba.se  of  custom,  convenience,  and  occa.sional 
contrivance.  Thus  it  was  in  the  months  immediately  preceding  the  President's 
announcement  last  year  that  developments  in  the  world's  payments  system 
forced  upon  us  all  acknowledgment  of  the  unreality  of  the  arrangements  by 
which  we  were  still  attempting  to  abide. 

As  you  recall,  1  year  ago  at  the  end  of  the  first  quarter  of  1971,  it  became  ap- 
parent that  the  United  States  and  its  principal  trading  partners  were  moving 
toward  crisis  in  the  payments  system. 

Over  the  full  year  of  1970  our  oflBcial  reserve  transactions  balance  had  run 
to  a  record  deficit  of  about  $10  billion.  If  temporary  that  could  have  been 
absorbed.  In  just  the  first  3  months  of  1971,  however,  the  deficit  in  those  trans- 
actions equalled  and  exceeded  the  half-yearly  rate  for  1970. 

The  storm  warnings  were  hoisted.  The  dollar  flow  pouring  overseas  in  1971 
had  become  the  unwanted  orphan  of  its  father  so  eagerly  courted  by  all  the 
world  a  few  years  ago. 

As  speculation  took  hold  defensive  measures  were  put  in  place.  Germany  and 
the  Netherlands  floated  their  currencies.  Switzerland  and  Austria  revalued. 
Other  Euroi)ean  countries  employed  a  variety  of  measures  trying  to  cope  with  the 
all  but  indigestible  inflow  of  short-term  funds.  Relief  was  only  brief  and  fleeting. 

By  midyear  our  trade  balance  was  showing  ominou.sly  rapid  declines,  con- 
forming and  accelerating  the  trends  of  the  last  part  of  the  1960's.  Projections 
confronted  us  with  the  prosi>ect  of  the  first  substantial  trade  deficits  of  the 
century  in  both  1971  and  1972.  We  were  forced  to  consider  deeply  the  full  implica- 
tions of  the  massive  deterioration  in  our  trade  balance. 

Finally,  we  also  faced  the  intolerable  arithmetic  of  our  international  reserve 
position.  The  ratio  of  our  re.serve  assets  to  our  liquid  liabilities  had  still  been  il 
our  favor  at  the  end  of  the  19r)0's,  but  by  1971  we  had  more  than  $.">  of  liquid 
liabilities  for  each  $1  of  reserve  assets. 

This  was  the  balance  sheet  confronting  the  Nation  and  the  President  7  months 
ago.  The  fact  is  that  we  had  expended  our  surplus  and  extended  our  credit 
until  both  were  exhausted. 

The  postwar  world  brought  some  glorious  achievements.  But  the  essential 
underpinnings  of  that  system  were  gone.  By  any  objective  reading  it  was  entirely 
obvious  that  what  was  not  good  for  the  United  States  certainly  was  not  good 
for  the  world. 

The  developments  of  1971 — and  the  longer  term  trends  projected  from  them — 
clearly  meant  that  the  industrial  nations  were  hurtling  toward  a  time  of  ten.sion 
and  paralysis.  Under  such  an  economic  climate  it  would  have  been  diflScult,  if  not 
impossible,  to  carry  forward  with  the  great  and  urgent  works  of  peace  and 
accord  between  the  blocs  of  East  and  West. 

Under  such  a  climate  it  would  have  been  diflBcult,  if  not  impossible,  to  sustain 
and  nurture  the  20th  century's  thrust  foi-ward  liberality  in  trading  relations 
between  industrial  nations.  Furthermore,  such  a  climate  could  only  give  impetus 
on  both  sides  of  the  Atlantic  and  on  both  sides  of  the  Pacific  to  protectionism, 
parochialism,  and  the  ultimate  folly  of  economic  isolationism. 

This  was  a  situation  demanding  initiative  and  action.  Yet  it  was  this  very 
necessity  for  action  which  brought  home  most  forcefully  the  obsolescence  and 
inadequacy  of  those  arrangements  which  shaped  and  served  the  postwar  world. 
In  a  situation  indicating  a  need  for  devaluating  the  dollar  we  could  not  act 
freely  without  other  currencies  moving  with  us.  In  a  situation  obviously  requiring 
that  the  explosive  growth  of  the  economy  of  Japan  be  fit  into  a  balanced  structure 
of  trade,  old  arrangements  of  the  postwar  world  found  the  United  States  accept- 
ing Japanese  exports  at  a  rate  five  times  greater  than  the  countries  of  the  roughly 
equivalent  market  of  the  European  Community. 

In  a  situation  already  inviting  concern  over  restrictive  tariffs  and  quotas 
national  attitudes  emerging — or  reemerging — in  recent  years  facilitated  the 
spread  of  discriminatory  preferences  by  the  strongest  trading  nations  in  Europe. 
At  a  time  when  the  United  States  has  negotiated  limits  on  further  growth  of 
imports  of  textiles  and  steel  into  our  market,  already  heavily  penetrated  by 
foreign  suppliers,  the  surplus  countries  of  Europe  and  Japan  have  maintained 
quotas  established  years  ago  virtually  to  exclude  a  variety  of  "sensitive"  goods. 
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But  there  was — and  is — a  still  greater  problem.  When  the  United  States  faced 
the  necessity  for  acting  we  were  confronted  with  the  fact  that  today's  world 
provides  no  fully  adequate  machinery  for  reconciling  all  the  interests  involved. 
Closely  and  critically  interrelated  as  our  world  is  in  this  last  one-third  of  the 
century,  it  remains  true  that  there  was  not  last  year — and  there  still  is  not  this 
year — a  forum  in  which  decisive  negotiations  could  be  undertaken  or  lasting 
results  accomplished  across  the  full  range  of  monetary  and  trade  issues  involved. 

Against  this  background,  for  the  United  States  to  act  effectively  and  with 
dispatch  7  months  ago,  it  was  necessary  for  us  to  act  in  a  unilateral  manner 
wholly  uncharacteristic  of  either  our  traditions  or  our  desires.  This  is  not  a 
state  of  affairs  we  wish  to  see  prolonged.  Yet  in  saying  this  I  must  say  that  this 
is  an  area  to  which  we  need  to  give  attention  at  home  as  well.  The  developments 
of  1971 — and,  in  particular,  the  events  of  the  past  7  months — demonstrate  con- 
vincingly that  our  own  system  is  not  properly  or  realistically  structured  to  cope 
with  the  making  or  the  implementation  of  foreign  economic  policy. 

This  is  a  function  both  of  organization  and  of  outlook.  It  is  also  a  function 
of  what  we  may  hope  is  now  a  passing  period  in  our  national  experience. 

With  the  onset  first  of  World  War  II  and  then  of  the  cold  war  tensions  we 
were  thrust  suddenly  into  a  position  of  world  leadership  for  which  there  were 
no  precedents.  By  the  nature  of  the  challenges  which  those  years  presented 
our  popular  attitudes,  our  political  dialog,  and  the  performance  of  our  National 
Government  were  all  shaped  by  the  era's  priority  emphasis  upon  military 
strategies  and  political  alignments. 

Our  interest  in — and,  to  some  extent,  our  basic  understanding  of — the  economic 
relationships  between  nations  remained  an  area  of  far  lesser  priorities. 

With  good  hearts,  good  intentions,  and  good  feeling  we  proceeded  into  the 
realms  of  foreign  economic  policy,  confident  that  the  strength  of  our  economic 
position  must  be  inexhaustible  and  convinced  that,  in  any  event,  the  making 
of  economic  policy  was  subordinate  to  the  making  and  maintenance  of  policy 
assuring  the  mutual  security  of  the  Western  World.  In  this  spirit  we  gave  little 
thought  to  the  organization  of  our  Government  for  purposes  of  making  and 
implementing  foreign  economic  policy.  For  both  the  executive  branch  and 
the  legislative  branch  alike  the  postwar  world  was  a  time  of  preoccupation 
with  strengthening  and  streamlining  mechanisms  designed  to  respond  to  armed 
danger. 

That  such  priorities  were  proper  is  beyond  debate.  But  the  developments  of 
the  past  year  have  emphasized  what  should  have  impressed  itself  upon  us 
more  strongly  years  ago :  other  priorities  have  risen  in  our  midst. 

As  early  as  the  late  1950's  when  our  international  deficits  suddenly  grew 
much  larger,  the  first  warning  clouds  were  present — only  to  be  brushed  away. 
Then  over  the  years  of  the  1960"s  we  saw  the  nature  of  the  industrial  world  had 
indeed  changed.  The  dependency  of  those  nations  ravaged  by  AVorld  War  II 
yielded  to  the  industriousness  of  their  peoples,  and  both  the  European  Com- 
munity and  Japan  emerged  as  vigorous  competitors — first  reducing  their  need 
for  the  products  of  U.S.  industry  and  then  learning  how  to  sell  to  us  in 
volumes  not  dreamed  of  a  decade  earlier. 

While  this  was  occurring  we  in  this  country  were  preoccupied  with  a 
decade  of  ferment,  change,  and  social  upheaval.  At  home  we  faced  up  to 
problems  without  parallel  in  other  industrial  nations  of  racial  tension,  decaying 
cities,  and  population  growth  and  mobility.  Abroad  we  became  entangled  in  a 
prolonged  and  divisive  war.  It  is  only  realism  to  acknowledge  that  in  both 
private  and  public  sectors  these  priorities  distracted  attention  from  other 
fundamental  needs. 

We  welcomed  a  domestic  boom.  But  we  budgeted  loosely  and  let  inflation  get 
out  of  hand.  The  erosion  in  our  external  economic  position  was  aggravated,  and 
we  wishfully  coasted  on  the  illusion  that  confidence  in  the  dollar  could  be 
sustained  apart  from  the  underlying  economic  reality. 

Xow  that  is  clearly  changefl.  In  the  public  sector  we  must  give  to  foreign 
economic  policy  that  same  intensive  effort  and  emphasis  which  until  now  has 
been  principally  reserved  for  foreign  military  and  political  policies. 

The  conduct  of  foreign  economic  policy  today  is  characterized  by  traits  of 
ponderousuess,  division  of  responsibility,  rivalry,  and.  in  some  sectors,  innocence. 
Too  often  in  times  past  it  has  been  fragmented  and  immobilized  by  concern 
for  other  sectors  of  our  foreign  policy.  New  organizations — and  new  missions  for 
old  organization.s — are  clearly  required  if  the  Chief  Executive  is  to  have  the 
scope  of  counsel  required  for  decision  and  the  sensitive  apparatus  required 
for  securing  coherent  implementation  of  decisions. 
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Similarly,  the  private  sector  is  no  less  concerned.  Industry,  labor,  and 
government  must  realize  that  their  traditional  adversary  roles  are  not  always 
suited  to  the  new  realities  of  the  international  environment.  They  together 
have  the  obligation  of  tinding  ways  of  becoming  far  more  efficient  and  imagina- 
tive competitors  in  the  far  more  competitive  world  we  now  face  beyond  our 
borders. 

What  I  am  saying  es.sentially  is  this.  Over  the  midcentury  we  in  this  country 
have  dwelled  ui)()n  the  growing  closeness  of  the  world.  In  the  main  our  thoughts 
about  the  implications  of  modern  communication,  transportation,  and  other 
technology  have  related  largely  to  the  impact  uiK)n  the  matter  of  peace  or 
war.  Now  in  this  era  ahead  those  thoughts  must  relate  to  the  impact  which  is 
both  far  larger  and  far  more  intimate  of  this  closeness  upon  our  daily  economic 
life.  In  these  times,  as  much  as  in  all  times  past  traders  are  destined  to 
.succeed  where  .soldiers  and  diplomats  could  not  succeed,  at  weaving  the  countries 
and  continents  of  this  planet  into  a  u.seful  fabric  of  relationshii)s. 

I  speak  as  I  do  of  these  things  becau.se  I  feel  that  our  concerns  with  such 
matters  say  more  than  anything  else  of  the  very  great  distance  we  have  come. 
One  year  ago,  certainly,  such  subjects  would  not  have  seemed  relevant  and 
urgent. 

Today  the  realities  are  apparent  because — as  I  said  at  the  beginning — the 
President  has  openly  faced  the  problem,  pointed  to  the  new  i»riorities,  and 
successfully  launched  the  process  of  adjusting  to  them.  In  negotiations  with 
Japan,  Canada,  and  the  Euroi)ean  Community,  and  in  the  Smithsonian  agree- 
ment reached  by  the  Group  of  Ten,  significant  gains  have  been  made  toward 
evolution  of  the  policies  and  structures  which  this  new  era  so  clearly  requires. 

At  the  same  time  I  believe  it  must  be  .said  that  this  is  not  a  period  in  which 
final  decisions  will  be — or  can  be — (luickly  reached.  National  positi(ms  on  com- 
plex questions  of  trade  and  money  well  up  from  the  whole  of  national  history, 
experience,  perception,  and.  very  often,  prejudice.  New  imperatives  are  not 
readily  recognized,  new  visions  are  not  readily  embraced.  Having  initiated 
this  present  period  of  reformulation  of  existing  agreements  and  arrangements, 
the  United  States  readily  acknowledges  the  need  of  others — as  well  as  its  own 
need — to  contemplate  future  courses  with  care  and  thoughtfulness. 

At  the  outset  we  anticipated  that  there  would  be  misunderstanding  and  even 
misrepresentation  of  our  purposes  and  objectives.  Needless  to  say.  we  have 
not  been  disappointed. 

In  the  heat  of  last  August  the  new  policy  was  acclaimed  by  many  abroad — 
and  some  at  home — as  a  return  to  protectionism  or  even  to  isolationism.  Similarly, 
after  the  Smithsonian  agreement  was  announced  voices  again  were  rai.sed 
warning  that  the  United  States  would  not  act,  as  agreed,  to  increa.se  the  price 
of  gold  to  .$38  per  ounce. 

The  intemperateness  of  these  misrepresentations  already  has  been  answered. 
The  temporary  import  surcharge  has  been  removed.  Agreements  have  been 
reached  committing  the  United  States  and  other  major  trading  nations  to 
begin  comprehensive  negotiations  aimed  at  expanding  trade  by  reducing  both 
tariff  and  nontariff  barriers.  At  the  initiative  of  the  administration.  Congress 
is  proceeding  promptly  on  the  legislation  changing  the  par  value  of  the  dollar. 

Certainly  the  commitment  of  the  United  States  to  a  liberal  trade  and  pay- 
ments system  is  unchanged  and  unchangeable.  Yet  it  is  the  very  depth  of  that 
commitment  which  requires  us  today  to  speak  with  new  frankness — and  to  act 
with  new  directness— in  our  efforts  to  move  toward  arrangements  acconmiodating 
to  today's  new  realities. 

There  may  be  some  tempted  to  seek  some  profit  for  their  own  interests  from 
promoting  the  instability — or  even  the  wreckage — of  the  international  mone- 
tary .system.  The  United  States  regards  such  parochialism  only  as  folly. 

Our  basic  point  of  departure  is  the  Smithsonian  understandings.  The  new 
exchange  rates  provide  a  realistic  framework  and  a  fresh  opportunity  for  our 
own  efforts — a  framework  forged  in  the  crucible  of  hard  bargaining  on  all  sides. 

At  the  same  time  the  Smithsonian  agreement  contemplates  that  negotiations 
should  proceed  on  the  longer  range  issues  involved  in  I)ullding  a  new  monetary 
system.  The  question  of  cfmvertibillty  of  the  dollar  into  reserve  assets,  upon 
which  so  much  attention  has  been  focused,  is  certainly  one  of  those  issues. 
Rut  it  is  just  one — inextricably  linked  to  the  others.  That  is  the  context  in 
which  it  was  put  at  the  Smithsonian,  and  that  is  the  context  in  which  we 
intend  to  proceed. 

More  than  that,  we  believe  premature  conimitments  could  only  undermine 
the  stability  we  seek.  T  distingui.sh  sharply  betwi-en  premature  efforts  to  restore 
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convertibility  and  the  more  technical  problem  of  finding  means  to  facilitate 
the  oijerations  of  the  International  Monetary  Fund  during  this  interim  i)eriod. 
The  Fund  has  been  oi>erating  since  August  15  without  placing  special  burdens 
on  any  member.  The  future  problems  seem  to  me  manageable — not  simply  by 
looking  to  the  United  States  to  provide  whatever  reserve  assets  may  be  con- 
venient to  others  but  by  truly  cooperative  efforts  in  which  others  participate 
in  accordance  with  their  strength. 

These  concerns,  of  course,  are  all  part  of  broader  and  longer  term  monetary 
reform. 

We  have  not  yet  put  forward  an  "American  plan"  for  the  future  shape  of  the 
international  monetary  structure.  We  shall  not  do  so  until  we  have  fully  wrestled 
with  the  complexities  of  this  most  complex  subject.  Nor  do  we  intend  to  make 
our  decisions  until  such  time  as  our  internal  discussions  and  debates  are  fully 
complete  and  our  thinking  can  be  tested  against  the  thinking  of  others. 

Reform  of  the  world's  trade  and  payments  structure  will  not  be  achieved 
quickly  or  easily.  Behind  the  facade  of  technicalities  basic  issues  of  national 
policy  must  be  faced  and  basic  differences  must  be  reconciled.  We  need  to  fit 
the  reform  in  a  longer  vision  of  a  world  economic  and  trading  order. 

Does  the  European  Community  want  to  function  as  a  tightly-knit  monetary 
unit  with  its  members  able  and  willing  to  renounce  independence  of  action  in 
international  monetary  affairs?  That  is  a  matter  for  the  Europeans  to  decide.  But 
we  cannot  escape  a  close  interest  in  whether  monetary  unity  is  a  potentially 
liberalizing  and  stabilizing  force  in  world  financial  affairs  or  will  be  converted 
into  a  vehicle  for  promoting  an  inward-looking,  defensive  bloc. 

There  are  other  questions  to  face. 

In  future  arrangements,  how  will  we  overcome  philosophical  and  practical 
differences  between  those  favoring  relatively  liberal  and  unrestricted  trade  and 
payments  systems  and  those  who  regard  controls  as  essential  permanent  fixtures 
in  any  structure? 

For  our  part,  we  want  maximum  freedom  for  international  flows  of  invest- 
ment capital  as  well  as  goods.  We  realize,  however,  that  others  seemingly  prefer 
restricted  capital  and  money  markets,  whether  as  counterparts  to  regional  trading 
blocs  or  otherwise. 

To  what  extent  can  differences  in  national  monetary  policies  be  accommodated? 
In  an  interdependent  world  linkages  between  markets  cannot  be  ignored.  Yet 
countries  have  different  economic  structures,  different  problems,  and  different 
monetary  and  interest  rate  traditions. 

Other  questions  could  be  raised.  Not  least  among  them,  of  course,  is  the 
diflBcult  question  of  the  forum — or  forums — best  serving  the  ends  of  such  nego- 
tiations. Discussions  of  changes  bearing  on  the  interests  of  all  nations  must  be 
broadly  representative.  They  should  be  linked  to  the  relevant  institutions,  par- 
ticularly the  International  Monetary  Fund.  At  the  same  time  there  is  a  critical 
point  in  the  size  of  a  group  capable  of  conducting  manageable  and  effective  nego- 
tiations witlioiit  becoming  merely  an  academic  seminar. 

The  Group  of  Ten  has  in  the  past  provided  a  useful  forum.  That  Group,  how- 
ever, is  limited  to  industrial  nations  and  wealthy  nations.  It  provides  no  link 
to  trade  and  other  aspects  of  the  problem.  Other  groups  and  other  voices  cer- 
tainly must  be  heard.  The  representational  pattern  of  the  IMF  Executive  Board 
provides  one  possible  approach.  In  concept,  some  new  grouping  could  be  devised. 

I  have  no  settled  answer  to  this  question  of  the  forum.  I  do  feel  we  should 
work  to  resolve  the  question  promptly  and  then  proceed  to  more  substantive 
issues.  To  that  end,  I  have  asked  Under  Secretary  Paul  Volcker  to  begin  con- 
ferring with  officials  of  other  countries  to  explore  possible  solutions  to  this  and 
other  problems.  In  the  light  of  his  discussions  I  am  prepared  to  participate  in 
meetings — formal  or  informal — as  may  be  needed  to  facilitate  progress  in  these 
matters. 

During  these  recent  months  I  have  sometimes  heard  the  accusation  that  I 
have  become  a  sort  of  "bully  boy"  on  the  manicured  playing  fields  of  international 
finance.  You  will  not  expect  me  to  accept  that  characterization.  But  I  will  plead 
guilty  to  speaking  in  plain  words  as  directly  as  I  can.  I  do  so  because  nuances 
and  ambiguous  phrases  can  only  mislead  the  American  people  as  to  the  urgency 
of  the  problems  we  face.  Equally,  our  friends  abroad  should  know  of  our 
determination  to  solve  those  problems,  with  good  will  but  with  firm  resolve. 

With  that  determination  and  resolve  I  am  convinced  that  the  dollar  will  again 
be  a  currency  sought  after  throughout  the  world,  fully  capable  of  carrying  its 
share  of  the  burdens  of  international  finance.  Indeed,  I  believe  there  is  a  truly 
imique  opportunity  for  all  nations  to  l)egin  building  a  durable  trade  and  pay- 
ments structure  ba.sed  on  equity  and  realism. 
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Without  the  actions  initiated  7  months  ago  that  opportunity  would  not  exist 
today.  We  would  have  had,  at  best,  a  much  smaller  realignment,  no  meaningful 
trade  negotiations  in  sight,  and,  worse  still,  no  adequate  realization  here  or 
abroad  of  the  tasks  that  lie  ahead. 

As  we  continue  our  efforts  in  the  international  forums — whatever  they  may 
be — I  do  emphasize  my  conviction  that  we  also  need  to  act  within  our  own 
system,  public  and  private,  if  we  are  to  grasp  our  opportunities.  The  structures 
of  our  Government  in  the  area  of  foreign  economic  policy  needs  repair.  We  need 
to  adhere  to  the  discipline  of  sound  fiscal  and  monetary  policies  at  home. 

We  have  come  to  the  end  of  the  postwar  world.  We  are  willing,  I  am  .sure, 
and  we  must  be  able  to  contribute  constructively,  effectively,  and  respcmsibly,  to 
the  building  of  a  new  world  in  which  money,  trade,  and  investment  serve  as 
instruments  of  gain  and  progress  for  all  peoples. 


Exhibit  59.— Statement  by  Under  Secretary  Walker,  July  6,  1971,  before  the 
Subcommittee  on  International  Finance  of  the  House  Banking  and  Currency 
Committee  in  support  of  H.R.  8750  to  authorize  further  U.S.  contributions  to 
the  International  Development  Association 

I  am  happy  to  appear  this  morning  in  support  of  H.R.  8750.  This  i)ill  embodies 
the  administration  request  which  would  authorize  U.S.  participation  in  the  third 
replenishment  of  the  resources  of  the  International  Development  Association 
( IDA) .  an  affiliate  of  the  World  Bank. 

I'nder  the  proposal,  the  I'nited  States  would  join  with  IS  other  developed 
countries  in  providing  a  total  of  $2.4  billion  over  3  years  for  deveUtpment  financ- 
ing on  concessional  terms  in  the  poorest  of  the  developing  countries.  The  I'nited 
States  would  put  up  $960  million — -10  i)ercent — or  $320  million  per  year.  Maximum 
annual  cash  flows  will  be  far  lower  since  our  contrilmtion  is  made  in  the  form 
of  letters  of  credit  to  be  drawn  over  an  extended  period. 

IDA  is  the  leader  in  multilateral  efforts  to  help  countries  with  low  per 
capita  incomes  and  with  limited  capacity  to  borrow  internationally.  No  com- 
parable world-wide  institution  exists  to  provide  hard  currency  financing  for 
major  capital  projects  on  terms  ai)propriate  for  these  countries. 

IDA  is.  as  well,  the  cornerstone  of  our  efforts  to  have  other  developed  countries 
share  with  us  the  burden  of  providing  assistance  on  concessionary  terms, 
mobilizing  contributions  from  substantially  all  of  the  economically  advanced 
countries. 

When  IDA  started  in  1960,  those  other  countries  were  providing  an  aggregate 
of  $85  million  a  year  through  this  institution.  In  the  present  replenishment  they 
are  to  provide  an  aggregate  of  $-^80  million  a  year — more  than  a  five-fold 
increase.  During  the  same  period  the  U.S.  share  of  the  rising  level  of  IDA  con- 
tributions has  declined  moderately. 

Mr.  Chairman,  the  situation  is  urgent.  As  of  June  30,  the  fimds  which  could 
be  committed  from  the  second  replenishment  were  exhausted. 

The  other  economically  advanced  countries  in  IDA  are  to  provide  contribu- 
tions aggregating  $1.4  billion.  p]nough  of  the.se  countries  have  taken  the  necessary 
steps  to  fulfill  their  pledges  so  that,  with  our  contribution,  the  conditions  re(iuired 
to  bring  the  replenishment  agreement  into  effect  would  be  met.  On  the  other 
hand,  failure  of  the  United  States  to  act  would  make  it  impossible  for  the  agree- 
ment to  come  into  effect  at  all. 

IDA'S  management  is  currently  seeking  advance  commitments  from  other 
contributing  countries  to  bridge  the  gap  left  by  delay  on  the  part  of  the  United 
States.  While  there  is  precedent  for  this  from  the  last  replenishment.  I  must 
emphasize  that  other  countries  make  such  advances  in  the  expectatiim  that  the 
United  States  will  carry  out  its  part  of  the  international  bargain. 

Mr.  Chairman.  I  can  Avell  imderstand  how  some  ccmld  ask  why,  when  domestic 
needs  are  .so  great,  the  United  States  should  be  i)roviding  substantial  sums  to 
help  meet  problems  in  other  lands.  The  brief  answer  is  that  in  a  world  com- 
munity where  goods,  people,  and  ideas  travel  rapidly  no  nation's  concern  with 
other  nations  can  stop  at  the  border.  Neglect  today  may  well  generate  situations 
that  demand  our  attention  tomorrow,  and  at  higher  cost.  The  mature  nations 
of  the  free  world  now  recognize  the  need  to  help  the  poorer  nations  in  their 
efforts  to  improve  eccmomic  and  social  conditions.  And.  in  relative  terms,  we  no 
longer  lead  among  the  affluent  nations  in  meeting  our  resi)onsii)ilities  in  this 
regard. 
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President  Nixon's  recent  proposal  for  reshaping  our  foreign  assistance  effort 
reflects  tlie  continuing  high  priority  this  administration  assigns  to  development 
assistance.  The  replenishment  of  IDA  is  a  vital  element  in  the  President's 
program,  which  gives  special  emphasis  to  an  increased  role  for  multilateral 
development  assistance. 

At  least  eight  arguments  can  be  outlined  as  the  rationale  in  support  of  this 
shift  toward  multilateral  cooperation  : 

1.  Burden-sharing. — Multilateral  agencies  are  the  most  effective  means 
available  for  achieving  an  equitable  sharing  of  the  cost  of  development  assistance. 

2.  Multinational  expertise. — With  a  multinational  staff,  the  international 
financial  institutions  have  a  pool  of  knowledge  and  expertise  on  development 
problems  which  no  single  country  can  provide. 

3.  Assistance  on  basis  of  development  need. — ^The  multilateral  agencies  allocate 
assistance  on  the  basis  of  development  need,  relatively  free  of  political  coercion 
and  pressures  often  evident  in  bilateral  lending  between  industrialized  and 
developing  nations. 

4.  Collective  judgment  on  development  policies. — The  international  lending 
agencies  bring  international  influence  on  a  collective  basis  to  bear  on  recipient 
countries  to  maintain  economic  discipline  and  to  follow  generally  acceptable 
development  policies. 

5.  Flexibility  in  imposing  performance  standards. — The  international  financial 
institutions  have  broad  flexibility  to  set  performance  standards  and  loan  con- 
ditions because  the  institutions  are  not  obligated  to  the  foreign  policy  of  any 
single  donor. 

6.  Protnote  open  economies  and  fair  treatment  of  foreign  investment. — ^The 
international  lending  institutions  are  an  important  force  in  developing  more 
open  and  less  restrictive  national  economies.  The  World  Bank  has  a  firm 
policy  not  to  lend  to  countries  Avhich  are  not  taking  satisfactory  steps  toward 
adequate  compensation  for  foreign  capital  investment  that  has  been  expropriated. 

7.  Provide  a  shielding  device. — The  international  lending  agencies  relieve  this 
Nation  and  any  other  single  donor  country  of  undue  responsibility  for  the 
economic  development  assistance  of  any  one  particular  recipient  country. 

8.  Encourage  self-help. — The  international  lending  agencies  require  developing 
nations  to  establish  their  own  sound  ijerformance  standards,  solid  programs, 
and  reasonable  development  priorities. 

These  advantages  were  recognized  and  endorsed  in  the  Peterson  report  on  the 
future  organization  of  U.S.  development  assistance  efforts.  This  report  formed 
the  basis  for  President  Nixon's  foreign  aid  message  of  last  September  15,  in 
which  the  President  said  : 

"International  institutions  can  and  should  play  a  major  creative  role  in  the 
funding  of  development  assistance  and  in  providing  a  policy  framework  through 
which  aid  is  provided. 

"Such  a  multilateral  approach  will  engage  the  entire  international  com- 
munity in  the  development  effort,  assuring  that  each  country  does  its  share 
and  that  the  efforts  of  each  become  part  of  the  systematic  and  effective  total 
effort.  I  have  full  confidence  that  these  international  institutions  have  the 
capability  to  carry  out  their  expanding  responsibilities." 

I  think  you  will  agree  that  these  advantages  are  indeed  significant. 

A  clear  shift  has  in  fact  taken  place  over  the  past  decade  in  the  direction  of 
greater  reliance  on  multilateral  channels  of  development  finance.  As  is  shown 
in  chart  A,  the  annual  level  of  multilateral  lending  to  developing  countries  has 
risen  from  $900  million  10  years  ago  to  $3.2  billion  in  1970.  At  the  same  time, 
annual  U.S.  bilaterial  assistance  (AID  loans  and  grants)  has  declined  from 
$2.4  billion  to  $1.6  billion.  The  mix  of  U.S.  resources  provided  bilaterally  and 
multilaterally  has  also  changed  significantly  in  the  multilateral  direction,  as 
shown  in  chart  B 

The  large  volume  of  multilateral  financing — cumulatively,  $16  billion  over  the 
last  decade — was,  of  course,  carried  on  with  the  aid  of  resources  drawn  from 
all  the  members  of  the  international  institutions.  Chart  C  shows  that  our  own 
contribution  of  taxpayers  funds  to  help  make  that  volume  of  lending  possible 
was  only  $2.9  billion  over  the  decade.  We  supplemented  these  with  guaranty 
authority  (i.e.,  callable  capital)  of  $924  million,  which  allowed  private  capital 
markets  to  furnish  a  major  portion  of  total  resources. 

These  brief  statistics  make  it  clear  that  multilateral  financing  can  expand 
dramatically.  As  a  result,  very  substantial  leverage  in  terms  of  development  fi- 
nancing results  can  be  obtained — if  the  United  States  were  to  take  up  its  fair 
share. 
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U.S.  BILATERAL  ECONOMIC  ASSISTANCE  COMPARED  TO  ECONOMIC  LOAN 
ASSISTANCE  OF  THE  INTERNATIONAL  FINANCIAL  INSTITUTIONS  1962-1970 
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TOTAL  U.S.  BILATERAL  ECONOMIC  ASSISTANCE  AND 
TOTAL  U.S.  CONTRIBUTIONS  TO  MULTILATERAL  ORGANIZATIONS  1962-1970 
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TOTAL  U.S.  BILATERAL  ECONOMIC  ASSISTANCE  AND 
TOTAL  U.S.  CONTRIBUTIONS  TO  MULTILATERAL  ORGANIZATIONS  1962-1970 


Source:  IFI  Annual  Hepons  and  AID    *IOB  and  ABB  components  in  calendar  fears 

Chart  C 
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The  specifics  of  the  proposed  IDA  replenishment  are  dealt  with  in  detail  in 
the  report  of  the  National  Advisory  Council  that  has  been  made  available  to  the 
committee.  Accordingly,  I  will  not  go  beyond  the  outline  I  have  just  given  of 
the  proposal,  its  rationale  and  its  benefits  to  the  United  States,  except  to 
comment  on  its  implication  for  the  U.S.  balance  of  payments. 

I  am  aware  of  the  fact  that  there  are  some  who  believe  that  this  replenishment 
of  IDA  should  incorporate  so-called  balance  of  payments  safeguards  similar 
to  those  which  were  part  of  the  second  replenishment  at  U.S.  insistence.  In  brief, 
those  safeguards  provided  for  accelerated  use  of  the  contributions  of  others. 
Correspondingly,  they  limited  as  long  as  possible  the  use  of  the  U.S.  contribution 
to  the  amount  of  IDA-financed  goods  procured  in  the  United  States.  This  ar- 
rangement deferred  the  balance  of  payments  impact  of  that  IDA  contribution  but 
did  not  eliminate  it.  It  is  not  a  trying  arrangement  since  the  principle  of  interna- 
tional competitive  bidding  is  preserved. 

Although  I  would  not  deny  that  our  balance  of  payments  situation  is  serious, 
we  should  not  utilize  the  technique  of  the  earlier  replenishment.  Such  a  technique 
is  only  a  deferral  and  does  not  attack  the  real  problem. 

Let's  face  the  hard  facts.  Our  balance  of  payments  problem — which  is  essen- 
tially that  of  equity  in  trading  arrangements  and  the  sharing  of  military  bur- 
dens— will  not  be  solved  by  palliatives  that  fail  to  deal  with  root  causes.  More- 
over, reliance  over  the  years  on  such  actions  may  well  have  postponed  the 
inevitable  confrontation  of  these  fundamental  deficiencies.  I  believe,  therefore, 
that  we  should  proceed  with  this  multilateral  agreement  as  it  was  negotiated. 

In  conclusion,  Mr.  Chairman,  I  wish  to  emphasize  that  IDA  replenishment 
is  critical  to  the  entire  multilateral  effort  in  development  finance.  IDA  was  set 
up  at  U.S.  initiative.  It  has  sen-ed  well  our  development  and  burden-sharing  goals. 
It  is  out  of  money  and  has  stopped  making  firm  new  loan  commitments.  Eighteen 
other  countries  are  ready  to  put  up  .$1.4  billion  as  their  i>art  of  the  replenishment 
agreement.  That  agreement  cannot  and  will  not  come  into  effect  unless  we  act 
aflSrmatively.  I  urge  that  this  committee  take  the  steps  necessary  ta  permit  the 
United  States  to  fulfill  its  appropriate  role  in  this  vital  instrument  of  economic 
and  social  development. 


470-716  O — 72- 
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Exhibit  60.— Statement  by  Under  Secretary  Walker,  October  26,  1971,  before 
the  Subcommittee  on  International  Finance  of  the  House  Banking  and  Cur- 
rency Committee  in  support  of  H.R.  5013  and  H.R.  5014  to  authorize  U.S.  con- 
tributions to  the  Asian  Development  Bank  and  the  Inter-American 
Development  Bank 

I  welcome  this  opportunity  to  testify  in  support  of  H.R.  5013  and  H.R.  5014, 
bills  which  provide  additional  financial  resources  to  the  Asian  Development  Bank 
(ADB)  and  the  Inter-Americau  Development  Bank  (IDB),  respectively. 

The  amounts  and  purposes  of  the  funds  called  for  in  these  two  bills  are  identical 
to  those  in  the  omnibus  bill  approved  by  the  committee  last  year.  Although  that 
legislation  passed  the  full  House  as  H.R.  18300,  the  portions  before  you  today 
were  later  deleted  by  the  Senate.  Last  week,  howevei-,  the  Senate  gave  its 
approval  not  only  to  the  IDB  and  ADB  legislation  now  before  you  but  also 
to  the  IDA  third  replenishment  already  reported  by  this  sul)Committee.  This 
action  was  extremely  heartening  to  the  administration  and  I  have  no  doubt 
similarly  heartening  to  the  members  of  this  subcommittee  who  have  so  strongly 
supported  this  legislation. 

I  am  here  today  to  urge  accomplishment  of  what  this  committee,  itself,  felt 
should  have  been  accomplished  a  year  ago.  Failure  again  this  year  to  fully 
authorize  our  contribution  to  IDB  and  ADB  Special  Funds  would  be  a  .serious 
blow  to  the  concept  of  multilateralism  and  to  international  cooperation  in  the 
development  finance  field.  What  would  have  been  a  timely  provision  of  funds 
last  year  has  now  become,  because  of  the  delay,  an  urgent  and  even  critical 
financial  need. 

Asian  Development  Bank 

Events  since  your  consideration  and  approval  of  this  legislation  last  year 
have,  if  anything,  strengthened  the  case  for  a  U.S.  contribution  to  the  Asian 
Bank  Special  Funds.  As  stability  and  security  increase  in  Asia,  as  direct  U.S. 
involvement  in  Southeast  Asia  winds  down,  as  the  Asian  will  to  develop  manifests 
itself  increasingly  at  the  national  and  regional  levels,  the  need  for  development 
funds  on  realistically  generous  terms  is  accelerated. 

Viewed  in  this  broad  context,  a  U.S.  Special  Funds  contribution  will  give 
concrete  form  to  our  active  desire  to  work  together  with  the  nations  of  Asia. 
We  will,  however,  be  working  togetlier  toward  a  goal  of  peaceful  economic  and 
social  development  in  a  framework  of  Asian  initiative,  growing  self-reliance 
and  regional  cooperation. 

Three  recent  and  more  specific  factors  reinforce  this  general  view  : 

First,  the  Asian  Development  Bank  has  achieved  a  solid  record  of  accomplish- 
ment in  the  4^/^  years  since  its  founding.  As  of  today,  cumulative  loan  commit- 
ments total  more  than  $500  million  and  involve  40  separate  projects.  The  pace 
of  lending  activity  reached  in  1970,  representing  a  rise  of  150  percent  over  1969, 
has  been  maintained  in  1971. 

No  longer  can  the  Bank  be  criticized  for  a  slow  start  and  low  level  of  lending 
activities.  A  sound  basis  was  laid  in  its  startup  period  for  the  expanded  level 
of  activity  which,  as  the  pace  of  its  landing  bears  out.  has  in  fact  materialized. 
There  can  be  little  doubt,  therefore,  that  our  Special  Funds  contribution  will 
be  under  the  administration  of  a  prudently  managed  multilateral  institution  tliat 
has  clearly  emerged  as  a  sound  bori'ower  in  international  bond  markets  and  as 
an  important  financial  source  of  funds  for  Asian  development. 

Second,  other  nations  have  continued  to  add  to  the  resources  of  the  Special 
Funds  during  the  pa.st  year.  At  the  end  of  1970,  commitments  amounted  to 
$127  million,  an  increase  of  $57  million  during  the  yeai-.  Since  then,  additional 
contributions  have  increased  this  amount  to  almost  $175  million,  with  .Tapan 
now  having  committed  all  of  its  $100  million  multiyear  target.  The  Asian  Bank 
itself  has  provided  $24.5  million  from  its  own  resources,  $14.57  million  in  1970 
and  $9.93  million  this  year,  giving  life  to  the  provisions  of  the  Bank's  charter 
which  envisioned  from  the  beginning  that  a  soft  loan  window  would  be  a  vital 
part  of  the  Bank's  operations.  Thus  at  this  point,  the  proposetl  ILS.  contribution 
would  represent  approximately  one-third  of  total  soft  resources. 

The  Special  Funds  of  the  Asian  Development  Bank  have  not  been  establishetl 
in  the  form  of  a  niultilat-eral  agreement,  Nevertlieless,  all  the  contributors  have 
a.ssumed  that  tlie  United  States  would  be  providing  its  fair  share  and  .st)me  have 
explicitly  based  their  own  legislative  justifications  on  that  reasonable  exiiecta- 
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tion.  We  are  today,  then,  in  the  awkward  position  of  having  encouraged  others — 
particularly  Japan — to  contribute  while  not  carrying  through  with  our  own 
contribution.  Others  have  set  the  pace  and  are  now  out  in  front  of  us.  At  the 
Bank's  annual  meeting  in  Singapore  last  April,  Belgium,  Germany,  Italy,  and 
Norway  announced  initial  commitments  of  fiinds  and  the  Netherlands  expressed 
the  intent  to  sustain  its  previous  support.  I  would  remind  you  that  the  proposed 
U.S.  support  originally  came  before  the  Congress  in  1967. 

Third,  the  President  has  emphasized  that  U.S.  development  assistance  should 
rely  more  on  the  multilateral  financial  institutions.  The  present  proposal  is 
directly  in  line  with  this  policy,  which  has  long  enjoyed  broad  support  in  this 
committee. 

Last  year's  legislation  differs  from  our  present  request  only  in  that  the  former 
proposed  that  our  contribution  be  in  three  annual  installments  of  $25  million, 
$35  million,  and  $40  million  for  fiscal  years  1970,  1971,  and  1972  respectively. 
Because  of  the  passage  of  time,  the  first  two  installments  should  now  be  con- 
solidated into  a  single  fiscal  year  1972  installment  of  $60  million.  The  balance 
of  $40  million  would  be  contributed  by  a  single  installment  in  fiscal  year  1973. 

None  of  these  funds,  contributed  in  the  form  of  letters  of  credit,  is  expected 
to  be  drawn  during  fiscal  year  1972,  and  cash  drawings  in  fiscal  year  1973  are 
not  expected  to  exceed  $10  million.  Nevertheless,  the  full  amount  of  our  con- 
tribution is  needed  so  that  the  Bank  will  have  the  legal  basis  for  making  commit- 
ments of  funds  to  borrowers. 

Limitations  contained  in  the  earlier  legislation  remain  in  full  effect.  The 
principal  ones  are :  The  funds  can  be  used  only  for  loans,  the  United  States  is 
to  be  a  minority  contributor  and  not  the  largest  contributor,  repayment  of  loans 
from  these  funds  will  be  in  dollars,  there  must  be  significantly  shared  participa- 
tion by  other  donors  in  any  Special  Fvmd  to  which  our  contribution  is  allocated, 
and  procurement  is  limited  to  goods  and  services  from  the  United  States,  although 
there  is  flexibility  to  allow  procurement  outside  the  United  States  if  the  U.S. 
Governor  finds  it  would  be  consistent  with  tlie  U.S.  balance  of  payments  position. 

Mr.  Chairman,  in  resubmitting  this  legislation  to  the  92d  Congress  and  in 
urging  its  passage.  President  Nixon  declared  that  the  authorization  "will  enable 
the  nations  of  free  Asia  to  assume  greater  responsibility  for  the  success  of 
their  own  development."  This  committee  last  year  found  favor  with  the  proposal 
because  it  promised  a  reliable  multinational  mechanism  for  channeling  U.S. 
assistance  to  reconstruction  and  economic  growth  in  Southeast  Asia  following 
the  ending  of  the  Indo-China  war.  It  will  also  provide  an  important  means  for 
reassuring  friendly  Asian  nations  of  continued  American  interest  in  their 
economic  progress.  We  have  already  lost  much  valuable  time  in  making  avail- 
able the  resources  that  will  permit  these  objectives  to  be  achieved. 

Inter-American  Development  Bank 

H.R.  5014  covers  the  $900  million  balance  of  the  $1  billion  U.S.  pledge  to  the 
IDE's  Fund  for  Special  Operations.  This  pledge  represents  our  share  of  a 
multinational  agreement  negotiated  in  1970  to  replenish  the  resources  of  this 
Fund.  The  first  installment  of  $100  million  on  this  pledge  was  authorized  last 
December.  The  $900  million  authorization  we  are  now  seeking  represents  the 
second  and  third  installments  of  $450  million  each,  due  not  later  than  June  30, 
1972,  and  June  30,  1973,  as  part  of  a  multilateral  arrangement  involving  mutual 
financial  obligations  by  both  the  Latin  members  and  ourselves. 

Current  estimates  make  clear  that  even  with  the  $100  million  first  install- 
ment FSO  dollar  resources  will  run  out  early  in  1972.  Unless  the  requested 
funds  become  available,  the  main  source  of  concessionary  financing  to  Latin 
America  will  dry  up  at  that  time.  This  would  create  a  situation  that  could 
justifiably  be  called  an  emergency  in  the  development  process — and  in  particular 
in  the  social  development  process — of  the  nations  in  this  hemisphere.  Neither 
the  economic  nor  the  political  interests  of  the  United  States  would  be  served 
if  this  were  allowed  to  happen. 

Because  the  United  States  is  the  only  major  industrial  nation  with  member- 
ship in  the  Bank,  we  have  been  intensely  interested  in  ways  of  having  other 
such  nations  make  a  contribution  to  the  work  of  this  institution.  Our  efforts 
in  this  direction  are  now  bearing  fruit.  Discussions  with  the  Latin  American 
members  of  the  Bank  have  now  resulted  in  proposed  amendments  to  its  charter 
that  would  permit  Canada  to  become  a  full  member  and  allow  other  developed 
countries  to  be  admitted,  although  with  certain  limitations  yet  to  be  determined. 
Closely   related   amendments   would   broaden   the   composition    of   the   Bank's 
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Board  of  Executive  Directors  in  order  to  reflect  changes  in  membership.  In  a 
letter  to  Chairman  Patman.  I  have  requested  that  H.R.  5014  be  amended  to  give 
the  U.S.  Governor  authority  to  vote  for  amendments  to  the  charter  of  the 
Bank  implementing  these  proposals. 

All  indications  are  that  Canada  will  promptly  join  the  Bank  and  make  a 
significant  contril)Uti()n.  Discussions  with  other  potential  members  are  being 
held. 

Mr.  Chairman,  I  want  to  digress  at  this  point  to  discuss  U.S.  policy  towards 
expropriation.  As  you  know,  this  matter  has  lieen  under  intensive  study  within 
the  administration,  and  certain  recent  develoi)ments  liave  heightened  the  need 
for  a  clearly  enunciated  policy.  Although  I  cannot  now  describe  the  precise 
contents  of  the  I'resident's  expropriation  policy,  I  can  say  that — both  in  terms 
of  substance  and  implementation — this  new  policy  will  work  in  the  interests  of 
both  the  developing  countries  and  of  the  United  States.  On  the  one  hand  it  will 
be  a  policy  helping  to  bolster  the  flow  of  the  private  capital  which  is  so  badly 
needed  in  the  developing  countries.  On  the  other  hand  it  will  help  protect 
the  legitimate  interest  of  U.S.  citizens. 

In  conclusion,  Mr.  Chairman,  I  strongly  urge  the  committee  to  make  it  clear 
that  the  United  States  is  prepared  to  do  its  shan'  in  partnership  with  others 
to  speed  the  economic  and  social  progress  of  the  developing  countries.  I  urge 
you  to  act  favorably  again  on  our  ADB  and  IDB  Special  Funds  contributions 
by  reporting  H.R.  5013  and  H.R.  5014. 


Exhibit  61. — Remarks  by  Under  Secretary  Walker  as  Temporary  Alternate 
Governor  for  the  United  States,  April  21,  1972,  before  the  Board  of  Governors 
of  the  Asian  Development  Bank,  Vienna,  Austria 

At  the  outset,  let  me  express  tlie  appreciation  of  the  F.S.  delegation  to  the 
Government  of  Austria  for  its  gracious  hosiutality  and  also  for  the  excellent 
arrangements  made  for  our  meeting  in  this  beautiful  city.  Secretary  Coiuially. 
who  has  asked  me  to  send  greetings  and  expivss  his  regrets  for  lieing  unalile  to 
attend,  will  be  even  more  disappointed  when  I  inform  him  of  the  wonderfid 
hospitality. 

I  would  also  like  to  welcome  the  delegation  from  the  Kingdom  of  Tonga  as  a 
new  member  of  the  Asian  Development  Bank. 

The  Asian  Development  Bank  has  now  passed  the  midx)oint  of  its  first  decade 
of  operation.  This  transition  point  is  an  appropriate  time  for  a  hard  look  at 
what  the  Bank  has  achieved  in  these  first,  critical,  5  years  and  also  to  chart  the 
next  5  years.  There  is  every  reason  to  regard  the  progress  of  the  Bank  to  date  with 
great  satisfaction.  After  what  some  considered  a  slow  start,  the  Bank  denu)n- 
•strated  in  1!)70  that  it  was  capable  of  achieving  a  high  level  of  lending.  By  lending 
in  excess  of  $250  million  in  1971  it  has  now  shown  that  it  can  maintain  such 
a  lending  level  as  well.  For  many  borrowing  countries,  Asian  Bank  financing  has 
come  to  represent  an  impressive  proiiortion  of  total  financing  received  from 
external  sources  and  in  i)articular  from  nuiltilateral  sources. 

The  testing  phase  of  the  Bank  is  likewise  over  with  respect  to  the  establish- 
ment of  its  credit  standing  in  international  markets.  Borrowings  are  now 
approaching  $200  million. 

The  Bank  tluis  is  now  a  full-fledged  member  of  that  group  of  international 
institutions  that  successfully  serve  as  intermediaries  between  private  capital 
markets  and  the  capital  needs  of  develoi)ing  countries.  The  way  is  now  open 
for  the  Bank  to  carry  out  a  selective  borrowing  strategy.  It  can  and  should 
aim  at  further  diversification.  And  its  borrowing  decisions  can  and  should  be 
scaled  to  an  appropriate  level  of  liquidity  in  relation  to  loan  operations. 

The  Bank  has  matured  organizationally  as  well  as  operationally — a  fact  well 
symbolized  by  its  impending  move  into  a  new  i)erniaMent  heachiuarters  building 
provided  by  the  Government  of  the  l'hilipi)ines. 

While  consolidating  its  internal  organization,  the  Bank  has  also  been  pioneer- 
ing in  the  field  of  external  relationships  with  borrowing  member  countries  apart 
from  direct  lending  operations.  Extensive  assistance  to  members  on  project 
prei)aration  since  the  Bank's  early  years  is  now  bearing  fruit,  where  otherwise 
the  formidable  task  of  project  planning  would  have  been  an  insuperable  obstacle. 
On  a  still  iiroader  jHane.  fjie  Bank's  sitonsorship  of  regional  surveys,  svich  as  the 
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recently  completed  regional  transportation  survey,  should  provide  further  guide- 
posts  to  useful  areas  of  operation  by  the  Bank  in  the  future. 

With  the  initial  phase  of  the  Bank's  operations  now  safely  behind,  I  believe 
the  consensus  is  that  the  Asian  Development  Bank  is  fulfilling  the  hopes  held  by 
its  founders  in  1965  and  1966.  It  is  here ;  it  is  operating  Avell ;  it  is  now  an  im- 
portant factor  in  Asian  development.  It  has  enjoyed  the  support  of  the  United 
States  since  its  inception.  Last  month  President  Nixon  signed  legislation  au- 
thorizing a  U.S.  contribution  of  $100  million  to  the  Bank's  Special  Funds  supple- 
menting the  original  U.S.  subscription  of  $200  million  to  the  ordinary  capital 
of  the  Bank.  An  appropriation  request  for  funds  in  implementation  of  this  author- 
ization is  now  before  the  Congress.  Once  Congress  has  acted  on  this  request,  we 
shall  then  be  in  a  position  to  look  further  at  the  ordinary  capital  needs  of  the 
Bank. 

It  is  my  Arm  hope  that  the  Bank  will  continue  to  enjoy  the  full  support  of  the 
United  States.  I  believe  that  it  will.  At  the  same  time  it  is  always  necessary — 
particularly  for  me  as  I  view  the  scene  from  my  perspective  in  the  Treasury — to 
be  keenly  aware  of  the  many  factors  that  bear  on  our  support  for  economic 
development  overseas  and  on  the  way  in  which  that  support  can  be  expressed. 

Let  me  share  with  you  some  of  the  things  that  we  must  take  into  account. 
Most  obviously,  the  sti'ength  and  direction  of  our  domestic  economic  growth 
will  always  be  an  important  factor  in  our  ability  to  provide  resources  for  external 
assistance. 

The  U.S.  economic  picture  is  now  very  bright.  We  are  expanding  in  a  balanced 
and  sustainable  pattern.  The  official  expectation  is  that  the  U.S.  economy  will  grovi^ 
by  $100  billion  this  year.  I  personally  feel  that  we  will  exceed  the  $100  billion 
goal. 

At  the  same  time,  we  are  making  progress  in  the  battle  against  inflation.  We 
anticipated  a  bulge  in  the  battle  against  inflation.  We  anticipated  a  bulge  in 
the  economic  indicators  of  price  levels  following  the  90-day  freeze  on  prices 
and  wages.  AVe  have  had  the  bulge.  However,  it  is  signiflcant  to  note  that  the 
industrial  commodities  component  of  our  wholsesale  price  index — the  most  mean- 
ingful current  indicator  of  price  behavior — rose  by  0.3  percent  in  March  which 
was  only  half  the  increase  registered  in  the  3  preceding  months.  We  will  continue 
to  take  whatever  .steps  are  necessary  to  dami>en  inflationary  expectation. 

As  the  economy  grows  and  we  return  to  a  more  stable  pricing  system  unem- 
ployment will  drop.  Since  the  middle  of  1971  the  United  States  has  increased 
employment  by  close  to  2i/>  million  jobs.  That  is  a  remarkable  performance. 
Yet  because  of  the  rapid  growth  of  our  labor  force  the  unemployment  rate 
has  remained  at  unacceptably  high  levels.  We  expect  our  unemployment  rate  to 
drop  to  5  percent  by  the  end  of  this  year. 

In  short,  the  outlook  for  the  U.S.  economy  is  very  good.  We  are  expanding. 
We  are  winning  the  fight  against  inflation.  And  we  will  reduce  the  level  of 
unemployment. 

Even  if  our  most  optimistic  expectations  are  fulfilled,  however,  it  should  be 
clear  that  requests  for  foreign  assistance  fimds,  including  those  for  international 
institutions,  will  be  competing  against  domestic  needs  that  cannot  be  deferred. 

There  is,  too,  a  sharply  heightened  feeling  in  the  United  States  today  that  the 
economic  interests  of  our  country  have  not  been  given  sufficient  weight  in  inter- 
national policymaking.  What  follows  from  this  is  that  financial  and  other  burdens 
traditionally  accepted  without  (juestion  by  the  Ihiited  States  can  no  longer  be 
automatically  accepted  on  that  basis.  The  new  international  economic  environ- 
ment is  radically  different  from  the  familiar  "postwar  period"  that  must  now 
be  regarded  as  definitively  ended.  Now,  the  ITnited  States  is  compelled  to  weigh 
its  actions  in  tei'ms  of  the  benefits  and  the  burdens  that  will  result  as  we 
presume  others  have  done  and  still  do.  Some  examples  of  the  way  these 
broad  factors  relate  to  the  international  financial  institutions  come  readily  to 
mind.  The  United  States  clearly  favors  an  international  trade  and  payments 
system  that  provides  maximum  freedom  in  the  interchange  of  goods,  services 
and  investment  capital.  We  have  accei)ted  the  premises  on  which  regional  finan- 
cial institutions  were  l)rought  into  being  in  the  belief  that  our  larger  goals 
could  be  served  thereby.  As  a  regional  institution,  the  Asian  Bank  is  in  a  position 
to  encourage  an  outward-looking  constructive  regional  spirit  that  is  fully  con- 
sistent with  the  woi-ld  system  toward  which  I  hope  we  are  all  striving.  To  the 
extent  the  Bank's  activities  are  oriented  in  this  direction,  they  serve  as  a  positive 
factor  in  the  total  eipiation  of  our  foreign  assistance  effort. 
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Likewise,  the  .support  of  the  business  communit.v  in  the  United  States  is  an 
important  component  of  what  ultimately  emerges  as  the  political  will  to  support 
overseas  development.  This  is,  I  am  sure,  true  of  other  donor  countries  as  well. 
I  think  there  is  a  special  responsibility  on  the  part  of  international  institutions 
to  ensure  that  the  benefits  of  the  business  generated  by  the  development  process 
do  not  accrue  disproportionately  to  some  while  the  iturdens  fall  disproportion- 
ately on  others. 

The  problems  involved  here  are  as  varied  as  the  mix  of  goods  and  services 
that  go  into  a  develoi)ment  project.  liut  whether  they  involve  tariffs  or  Itidding 
procedures  or  cimtractor  (lualifications  reciuirements  or  any  other  such  factor, 
they  are  surely  capable  of  solution — if  the  fundamental  approac-h  is  one  of 
achieving  absolute  faii'ness  among  sui)plier  nations. 

Yesterday  the  distinguished  President  of  the  Bank  noted  with  good  reason 
that  in  1971  "  *  *  *  the  spectre  of  protectionism  was  raised  after  30  years  of 
restless  slumber  *  *  *."  I  nuist  be  frank  to  state  that  such  forces  are  espe- 
cially strong  among  organized  lal)or  groups  in  the  Tnited  Stiites.  The.se  forces 
have  recently  been  manifested  in  the  introduction  of  omnibus  trade  legislation 
which,  if  enacted,  would  turn  the  clock  back  many  years  and  surely  damage 
severely  the  interests  of  all  free  world  nations. 

Following  President  Xixon's  annoiuicement  of  new  economic  policies  last  Au- 
gust, and  related  to  international  negotiations  that  then  ensued,  many  observers 
itoth  in  the  United  States  and  abroad  attributed  similar  pr(»tectionist  sentiment 
to  the  Nixon  administration. 

I  categorically  deny  that  this  is  true.  It  is  a  mistake  to  identify  a  firm  resolve 
to  achieve  fairness  in  international  trade  with  protecticmism.  To  a  man,  the 
policymakers  in  the  Xixon  administraticm  are  strongly  dedicated  to  liberal  and 
expanding  multilateral  trade,  with  minimum  hindrances.  But  the  simi)le  fact 
is  that  to  many  I'.S.  workingmen  my  country's  trade  deficit  appears,  rightly  or 
wrongly,  to  translate  into  export  of  jobs.  This  is  one  fundamental  reason  for 
the  spi-eading  protectionist  sentiment  in  the  United  States.  I»resident  Xixon  and 
his  policymakers  are,  therefore,  confronted  with  a  difficult  challenge  to  the 
exercise  of  political  statesmanship — defined  as  the  act  of  making  possible  what 
is  indeed  necessary.  In  this  instance  the  absolute  necessity  is  to  first  blunt  and 
then  turn  back  dcmiestic  pressures  toward  economic  isolation  in  the  T'nited  States 
and  to  do  so  through  actions  which  will  expand  rather  than  contract  world 
trade. 

You  can  be  sure  that  this  approach  lies  at  the  very  heart  of  the  international 
thrust  of  the  new  economic  policy.  In  retrospect,  it  is  (piite  clear  that,  as  we 
always  intended,  the  import  surcharge  was  a  temporary  means  of  protecting 
our  position  while  achieving  by  other  means,  including  a  successful  exchange 
rate  realignment,  a  strengthening  of  the  T.S.  balance  of  payments  position,  which 
is  surely  in  everyone's  interest.  And  you  can  also  i»e  sure  that  in  continuing 
negotiations  in  the  inseparable  fields  of  trade  and  money  we  shall  strive  for 
solutions  that  will  contribute  to  the  rising  standards  of  living  which  grow  out 
of  truly  liberal  trading  relationships. 

Mr.  Chairman,  it  is  one  of  the  hallmarks  of  President  Watanabe's  distinguished 
guidance  of  the  affairs  of  the  Bank  that  he  looks  to  the  future.  I  would  like 
to  offer  some  ideas  for  the  future  that  seem  to  us  worthy  of  attention  by  the 
Bank  as  it  continues  to  serve  the  development  needs  of  Asia. 

First,  the  requirements  for  basic  infrastructure  in  many  of  the  countries  of 
the  region  remain  great  and  must,  in  the  nature  of  development  as.sistance,  absorb 
a  substantial  amount  of  funds.  The  Bank  must  scrutinize  its  activities  carefully, 
however,  to  ensure  that  appropriate  consideration  is  also  given  to  lending  for 
such  purposes  as  education,  and  credit  and  other  facilities  for  small  farmers. 

Second,  it  is  clear  that  environmental  problems  are  not  confined  to  the  develoix^d 
countries.  The  ce.ssation  of  growth  cannot  be  the  .solution  for  such  problems, 
either  for  develoi)ed  or  developing  countries.  I  doubt  that  the  Bank's  resource.**. 
permit  it  to  play  a  .significant  role  in  regard  to  existing  industrial  i)ollution 
problems,  but  the  Bank  can  certainly  insist  in  connection  with  its  lending  that 
the  environment  not  be  further  impaired. 

Third,  as  I  noted  earlier,  the  Bank  is  moving  toward  the  role  of  principal 
international  lender  in  many  countries  of  the  region.  With  this  role  will  come  new 
responsibilities.  For  example,  the  Bank  will  have  to  go  beyond  consideration  of 
the  economics  of  the  particular  project  or  sector  and  give  far  greater  considera- 
tion to  the  economic  policy  and  performance  of  the  borrowing  country  itself — 
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ensuring  while  doing  so  that  there  is  full  coordination  with  other  international 
lending  agencies. 

And  there  is  as  well  the  need  to  make  further  progress  toward  equipping  the 
Bank  with  a  means  for  systematically  and  independently  appraising  the  effec- 
tiveness of  its  operations.  Modern  program  evaluation  techniques  are  a  man- 
agement tool  of  proven  utility.  The  precise  way  to  do  this  is  less  important 
than  the  resolve  to  establish  it  at  an  early  date. 

Mr.  Chairman,  the  Bank's  record  in  the  past  has  been  commendable.  Its  agenda 
for  the  future  is  a  full  one.  Meeting  the  challenges  facing  it  will  require  great 
energy  on  the  part  of  its  management,  as  well  as  continuing  faith  by  all  of  us  in 
what  cooperative  international  action  can  accomplish.  Let  this  annual  meeting 
serve  as  an  occasion  for  the  renewal  of  that  faith. 


Exhibit  62. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
September  21,  1971,  before  the  Subcommittee  on  Foreign  Economic  Policy 
of  the  House  Foreign  Affairs  Committee 

These  hearings  provide  a  welcome  opportunity  for  me  to  discuss  with  you 
the  President's  new  economic  program,  and  particularly  our  efforts  to  restore 
balance  of  payments  equilibrium  and  develop  a  strong  international  monetary 
system  geared  to  needs  of  the  future. 

Basically,  the  President's  program  has  three  major  objectives :  To  solve  our 
inflation  problem  and  break  the  inflationary  psychology  ;  to  stimulate  the  economy 
immediately  and  improve  efficiency  and  competitiveness  over  the  longer  run : 
and  to  clear  the  way  toward  strengthening  our  position  in  the  world  economy 
and  to  improve  the  international  monetary  and  trading  system. 

These  objectives,  and  the  specific  measures  announced  by  the  President  to 
implement  them,  are  interlocking  and  mutually  reinforcing.  I  would  emphasize 
that  success  in  the  domestic  elements  of  the  program  is  essential  to  lasting  suc- 
cess in  the  international  sphere.  Domestic  stability  is  a  prerequisite  to  interna- 
tional stability.  If  we  do  not  resolve  the  problems  of  eliminating  inflation  and 
improving  our  productive  efficiency  while  creating  more  jobs  at  home,  we  will 
not  maintain  the  improved  competitive  position  which  is  necessary  to  genuine 
and  lasting  improvement  in  our  international  financial  position. 

The  proposals  for  dealing  with  these  domestic  needs- — including  the  price  and 
wage  stabilization  measures,  the  job  development  credit,  the  excise  and  income 
tax  changes,  and  the  reduction  in  Federal  expenditures — add  up  to  a  strong  and 
comprehensive  program.  It  promises  to  move  the  domestic  economy  back  toward 
a  path  of  adequate  growth  and  price  stability. 

The  specific  international  measures  announced  in  the  President's  program — 
the  imposition  of  a  temporary  surcharge  on  dutiable  imports  and  the  suspension 
of  dollar  convertibility — are  steps  of  great  importance,  both  to  our  Nation  and  to 
our  trading  partners.  But,  in  them.selves  they  are  not,  and  should  not  be  mis- 
taken for,  solutions.  Rather,  those  steps  are  designed  to  provide  needed  tem- 
porary support  to  our  external  financial  and  trading  position  while  durable 
arrangements  to  cope  with  the  difficult  problems  of  international  payments  are 
developed  and  put  into  place. 

Inevitably,  it  will  take  time  to  complete  this  process.  Vital  national  interests 
are  at  stake,  not  just  for  the  United  States,  but  for  others.  Mutually  satisfactory 
solutions  cannot  be  imposed  by  any  one  country,  or  group  of  countries.  They  can 
only  be  worked  out  through  a  process  of  international  cooperation  and 
negotiation. 

In  the  first  instance,  there  must  be  a  common  understanding  of  the  magnitude 
of  the  adjustment  required  if  the  U.S.  balance  of  payments  is  to  be  .secui'e,  and 
of  the  implications  of  that  adjustment.  Beyond  that  immediate  question  are 
difficult  questions  as  to  how  the  balance  of  payments  adjustments  might  be 
achieved  more  efficiently  and  continuously  in  the  future,  and  how  the  stability 
of  the  international  monetary  system  can  be  better  assured. 

I  do  not  underestimate  the  difficulty  of  working  out  an  international  consensus 
on  these  issues.  Events  since  August  15  underscore  that  point.  But  the  key  fact 
is  that  the  process  of  seeking  an  international  consensus  has  begun.  Immediately 
after  the  President's  program  was  announced,  we  took  steps  to  inform  other 
nations  of  the  program  and  its  underlying  rationale.  Consultations  with  our 
principal  trading  partners  have  taken  place  in  a  number  of  forums. 
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More  recently,  Secretary  Connally  and  Chairman  Burns  attended  a  meeting 
of  the  Ministers  and  Governors  of  the  Group  of  Ten  in  London  last  week.  There 
was  no  expectation  that  that  meeting  could  itself  produce  a  solution  to  the 
fundamental  problems  we  face.  By  providing  an  opportunity  for  positions  to  be 
outlined,  however,  the  meeting  did  provide  the  essential,  and  I  believe  promising, 
first  step  toward  that  solution.  Various  positions  and  views  were  outlined  and. 
I  believe,  more  clearly  understood,  and  the  Ministers  and  Governors  began  to 
come  to  grips  with  the  thorny  questions  as  to  how  the  complex  and  interrelated 
problems  posed  can  best  be  approached  and  negotiated. 

No  attempt  was  made  at  this  meeting  to  reach  general  agreement  on  the 
major  points  of  substance.  However,  I  believe  a  better  under.standing  is 
already  emerging  with  resi)ect  to  one  key  aspect  of  the  problem  to  which  I 
referred  earlier — the  magnitude  of  the  adjustment  reciuired  to  restore  a  strong 
U.S.  balance  of  payments  po.sition — and  the  neces.sity  to  deal  with  that  problem 
through  a  variety  of  means,  nonmonetary  as  well  as  monetary. 

In  a  world  grown  accustomed  to  a  persistent  U.S.  deficit,  there  has  been 
insuflicient  appreciation  both  here  and  abroad  of  the  extent  of  the  deterioration 
in  our  external  position.  Consequently,  there  has  been  difliculty  in  facing 
up  to  the  need  for  substantial  changes  in  exchange  rates  and  measures  in  other 
areas  to  deal  with  the  problem. 

In  that  connection,  much  of  the  discussion  has  begun  to  center  on  certain 
estimates  of  the  size  of  the  adjustment  recpilred  which  have  been  developed 
by  the  United  States  and  were  presented  by  Secretary  Connally  last  week. 
These  estimates  are  conservative  and  it  may  be  useful  to  explain  the  basis  of 
that  analysis. 

First,  I  would  emphasize  the  adjustment  required  must  be  calculated  not 
from  what  our  balance  of  payments  position  has  been  in  the  past  but  from  where 
it  was  headed  in  the  ab.sence  of  corrective  measures.  The  significance  of  that 
point  is  that  there  has  been  a  deteriorating  trend  in  the  U.S.  position — a  trend 
which  has  been  observed  and  emphasized  by  OECD  and  IMF  experts  as  well 
as  by  ourselves.  Adjustment  measures  will  take  time  to  work,  and  their  adequacy 
must  be  gauged  in  terms  of  the  future,  not  the  past. 

Furthermore,  we  are  not  aiming  for  an  international  position  which  will  be 
satisfactory  only  when  unemployment  in  the  United  States  is  excessive,  as  it 
is  at  present,  but  for  one  which  is  satisfactory  when  the  economies  of  both 
the  United  States  and  its  major  trading  partners  are  operating  at  acceptable 
employment  levels.  All  the  evidence  is  that  as  we  restore  high  employment  at 
home  our  trade  balance  and  current  account  will  deteriorate  from  recent  levels. 

Taking  these  cyclical  factors  into  acount  and  projecting  the  trend  deterioration 
in  our  position  only  a  short  distance  into  the  future,  our  own  experts  concluded 
in  midsummer  that  next  year  the  United  States  would  have  had  a  "high 
employment"  deficit  in  its  current  account  (defined  as  goods,  services,  and 
remittances)  of  about  $4  billion  and  a  slightly  larger  deficit  in  the  trade 
account  alone.  I  would  point  out  that,  in  the  past  4  months,  de.spite  excessive 
unemployment,  our  trade  balance  has  already  been  in  deficit  at  an  annual  rate 
of  some  $3  billion  a  year. 

In  contrast  to  that  projection,  we  believe  we  need  a  current  account  surplus 
of  the  order  of  magnitude  of  $9  billion,  at  a  minimum.  A  surplus  of  that  size — 
only  slightly  more  than  what  was  actually  achieved  in  the  early  19()0"s  when 
trade  and  economic  activity  was  much  lower — is  required  to  continue  financing 
present  levels  of  aid  and  capital  fiows  to  the  developing  countries,  cover 
chronic  outflows  on  "errors  and  omissions,"  and  to  provide  for  a  small  margin 
of  safety  for  short-term  capital  outflows  and  a  modest  reversal  of  past  deficits. 
The  necessary  swing  in  our  current  account  position  over  the  next  year  or  two 
from  projected  to  required  levels  thus  comes  to  some  $13  billion,  if  we  are  to 
restore  a  reasonable  i»ayments  equilibrium. 

In  appraising  that  outlook,  I  would  point  out  that  net  outflows  of  U.S. 
Government  grants  and  capital  and  of  private  long-term  capital,  averaging 
about  .$6  billion  per  annum,  have  in  recent  years  gone  almost  entirely  to  the 
developing  countries.  If  we  do  not  want  lo  cut  back  on  our  as.sistance  and 
investment  to  these  countries,  we  must  have  the  current  account  surplus  to 
sustain  outflows  of  at  least  that  magnitude. 

Over  the  years  we  have  noted  that  the  international  transactions  which  our 
statistics  do  not  record — called  errors  and  omissions — have  been  on  average  a 
negative  item  of  about  $1    billion  per  year.  This  figure   represents  persistent 
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unrecorded  outflows  that  must  be  financed  as  any  other  persisting  outflows.  In 
addition,  while  not  specifically  allowed  for  in  our  calculations,  some  short-term 
capital  outfiows  must  also  be  expected. 

After  years  of  erosion  in  our  international  position,  we  cannot  afford  further 
deficits.  We  need  a  position  of  unquestioned  strength.  If  we  err,  it  must  be  on 
the  side  of  safety,  even  if  the  margin  we  have  provided  is  small. 

There  are  other  elements  in  the  estimate  that  emphasize  its  conservative  char- 
acter. The  allowance  for  capital  flows  assumes  no  significant  net  long-term  capi- 
tal outflows  to  other  develoi>ed  countries,  despite  the  fact  that  we  wish  to  remove 
the  restraints  on  capital  outflows  that  were  imposed  some  years  ago  as  a  tempo- 
rary measure.  Calculations  of  a  viable  long-run  equilibrium  must  properly  as- 
sume such  removal.  Some  developed  countries,  such  as  Canada,  have  normally 
wished  to  borrow  substantial  amounts  in  the  U.S.  market,  and  if  there  should  be 
no  compensating  capital  inflows,  a  still  larger  current  account  surplus  would  be 
required.  As  indicated,  these  estimates  make  no  allowance  for  increases  in  flows 
of  aid  and  capital  to  the  developing  countries  except  for  some  modest  increase  in 
borrowing  by  international  institutions. 

We  fully  recognize  that  a  swing  in  the  underlying  U.S.  position  of  substantial 
magnitude  will  take  some  time,  particularly  if  it  is  to  be  achieved  in  a  context 
of  expanding  trade  by  all.  We  recognize,  too,  that  difiicult  questions  are  posed  for 
our  trading  partners.  What  is  essential  is  that  the  conditions  be  established 
promptly  to  assure  that  the  balance  of  payments  can  and  will  be  corrected  de- 
cisively and  in  a  lasting  manner  as  quickly  as  feasible. 

We  have  deliberately  avoided  a  detailed  blueprint  for  bringing  about  the 
needed  adjustment  or  for  required  changes  in  the  monetary  system.  A  number 
of  elements  enter  into  the  adjustment  equation — not  only  changes  in  exchange 
rates  but  also  trading  practices  and  contributions  to  the  common  defense.  All 
countries  also  have  a  close  interest  in  basic  issues  of  monetary  reform. 

These  are  matters  which  need  to  be  decided,  at  least  in  substantial  part,  in  a 
context  of  multilateral  discussion,  taking  account  of  the  needs  and  desires  of 
others.  Other  countries  will  in  some  cases  wish  to  discuss  and  consider  appropri- 
ate measures  in  the  light  of  the  intentions  of  their  close  trading  partners.  We 
are  not  attempting  to  dictate  a  solution.  Rather,  we  will  work  in  cooperation 
with  others  in  appropriate  international  forums. 

It  is  that  process  which  has  begun.  It  will  continue  in  the  period  ahead.  At  the 
end  of  this  week  in  Washington  the  Ministers  and  Governors  of  the  Group  of 
Ten  will  resume  their  discussions.  Further  opportunities  for  contact  with  our 
trading  partners  will  be  afforded  at  the  annual  meeting  of  the  International 
Monetary  Fund  immediately  thereafter.  Working  Party  3  in  the  OECD  has  al- 
ready been  assigned  the  task  of  appraising  the  size  of  the  adjustment  problem. 

In  all  of  this  we  are  seeking  a  lasting  solution  to  difficult  issues.  We  will  keep 
at  it  until  that  objective  is  achieved.  I  am  optimistic.  Common  understanding  of 
the  problem  is  growing,  as  reflected  in  the  London  communique.  Moreover.  I 
believe  there  is  a  basic  willingness  on  the  part  of  governments  to  attack  the 
problems  in  a  forward-looking  and  constructive  spirit.  That  willingness  derives 
from  our  common  interest  in  financial  stability  and  flourishing  trade. 


Exhibit  63.— Remarks  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
October  28,  1971,  at  the  National  Economists  Club  Seminar  on  Phase  II,  at 
the  Mayflower  Hotel,  Washington,  D.C.,  on  "President  Nixon's  New  Eco- 
nomic Program — International  Policies  and  Issues" 

The  title  of  this  seminar,  "Phase  II  of  the  New  Economic  Policies  of  the  Nixon 
Administration,"  is  probably  more  appropriate  to  the  domestic  aspects  of  the 
program  than  to  the  international  aspects.  I  can,  indeed,  envisage  successful 
stages  in  terms  of  achieving  our  international  objectives,  including  a  thorough- 
going reform  of  international  monetary  arrangements.  But,  clearly,  we  are  not 
yet  ready  to  move  beyond  what  might  be  called  stage  one  internationally.  I  would 
define  that  point  as  achieving  a  reasonable  prospect  that  the  severe  deterioration 
in  our  basic  external  payments  position  has  not  only  been  reversed,  but  that  a 
clear  pro.spect  exists  for  a  lasting  equilibrium. 

This  would,  in  turn,  provide  the  necessary  foundation  for  restoration  of  sta- 
bility for  the  dollar  internationally,  and  on  that  basis,  a  broader  stability  in 
international  exchange  markets.  From  that  second  stage  we  could  proceed  toward 
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resolving  those  longer  temi  questions  essential  to  a  durable  monetary  system 
adequate  for  the  needs  of  our  generation. 

In  visualizing  these  stages,  let  me  say  at  the  start  that  the  resolution,  even  of 
stage  one,  is  far  from  clear  at  this  point  and  cannot  be  assured  in  a  near-term 
time  horizon.  I  hoi>e  that  it  can  be — I  am  not  pessimistic.  But  the  timing  is  not 
simply  up  to  the  U.S.  Government.  It  will  retpiire  hard  decisions  by  a  number  of 
governments — decisions  that  have  not  yet  been  made. 

I  will  not  review  before  this  informed  audience  the  nature  of  the  international 
measures  announced  by  the  President  as  a  part  of  his  comprehensive  program 
of  August  15.  The  imint  is  that  the  suspension  of  convertibility,  U.S.  Government 
sales  of  gold  to  foreign  monetary  authorities  and  the  imposition  of  a  temporary 
10-percent  surcharge  on  dutiable  imports  did  not  in  themselves  constitute  a  long- 
range  solution,  but  they  set  the  stage  for  necessary  change  and  for  the  negotia- 
tions that  must  precede  generally  acceptable  new  arrangements. 

I  have  encountered  no  one  who  has  not  recognized  the  correctness  of  the 
President's  decision  to  face  up  with  forceable  and  courageous  action  to  the 
realities  of  our  eroding  international  po.sition  and  the  exposed  weaknesses  of 
the  international  financial  .'system.  It  had  become  abundantly  clear  in  recent 
years  that  the  international  economic  system  was  subject  to  recurrent  crisis, 
and  more  than  makeshift  repairs  were  necessary. 

It  had  become  even  clearer  that  our  balance  of  payments  deficits  were  no 
longer  sustainable.  They  were  not  sustainable  financially,  given  the  cumulative 
strains  on  our  reserve  position  and  strong  speculative  forces.  They  were  not 
sustainable  economically  in  the  light  of  the  distortions  forced  (»n  trade  and 
investment  patterns.  Nor  could  they  be  sustained  politically  in  the  light  of 
the  encouragement  they  offered  to  protectionist  pressures  at  home  and  the 
restiveness  abroad  over  the  need  to  absorb  a  large-scale  outflow  of  dollars. 

In  a  nutshell,  the  time  had  come  to  "bite  the  bullet."  In  making  that  decision 
it  was  recognized  that  the  necessary  ad.iustments  could  not  be  made  without 
strain,  pain,  uncertainty — and,  indeed,  without  some  risk  of  recrimination  and 
worse. 

In  this  connection,  a  good  deal  of  attention  lias  focused  on  our  surcharge. 
It  is,  of  course,  not  a  new  device — major  trading  c(»untries  have  used  it  l>efore 
when  in  .serious  balance  of  payments  ditficulty — and  with  a  similar  justification. 
It  was  chosen  because  it  is  a  nondiscriminatory,  market-oriented  measure  that 
promises  some  early  impact  but  without  the  harshness  and  arbitrariness  of 
quotas  and  direct  controls  more  explicitly  blessed  by  GATT.  Certainly,  it  has 
an  impact  on  trade  of  others.  But  that  impact  is  surely  less  than  the  exchange 
rate  realignment  we  seek ;  it  thus  by  itself  moves  only  part  way  to  the  needed 
adjustment. 

Perhaps  the  attention  and  sounds  of  alarm  were  nonetheless  to  be  anticipated. 
We  have  had  long  experience  with  a  sort  of  double  standard — that  measures 
tolerated  and  even  welcomed  in  other  countries  to  maintain  and  impi'ove  their 
competitive  and  balance  of  payments  position  are  viewed  in  a  different  light 
when  adopted  by  the  United  States.  That,  perhaps,  is  a  penalty  of  size,  prom- 
inence, and  leadership.  But  in  all  the  concern  let  us  not  lose  sight  of  the 
fundamental  fact  that  there  can  l)e  no  escape  from  the  need  for  a  sizable 
adjustment  in  the  U.S.  external  position.  The  surcharge  is  only  a  temporary 
means  to  that  end.  It  can  and  will  be  happily  i-emoved  as  soon  as  other  needed 
adjustment  measures  in  the  exchange  rate,  trade,  and  burden-sharing  areas  are 
undertaken. 

It  should  be  plain,  our  basic  objective  in  the  emergency  of  August  15  was 
not — and  is  not — to  restrict  world  trade.  The  basic  objective  is  just  the  re- 
verse. We  want  to  beat  back  restrictive  practices  on  a  worldwide  basis.  We 
want  to  create  the  needed  financial  and  economic  platform  for  the  kind  of 
balanced  international  relationships  which  permit  both  the  ITnited  States  and 
other  governments  to  avoid  widespread  trade  restrictions.  We  look  forward  to 
mutual  collaboration  in  developing  new  monetary  and  trading  arrangements 
that  assure  a  l)asis  for  maintaining  a  free  and  fair  flow  of  trade  and  payments. 
I  have  no  doubt  you  share  these  l)asic  outward-looking  objectives.  In  striving 
to  achieve  them  we  need  your  understanding,  advice,  and  sui)port. 

In  the  weeks  since  August  15,  I  have  l)een  struck  by  how  diflerently  the  same 
problems,  or  the  same  set  of  facts,  can  be  perceived  liy  different  observers.  .Much  of 
what  I  have  heard  and  read  convinces  me  that  this  necessary  understanding 
does  not  exist. 
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Perhaps  this  reflects  a  deficiency  on  our  part  in  explaining  our  purposes  and 
policies.  Perhaps  it  reflects  the  fact  that  some  do  not  yet  comprehend  fully 
the  magnitude  and  significance  of  the  changes  in  economic  relationships  which 
have  occurred,  the  depth  of  the  imbalance  in  our  payments,  and  the  economic 
realities  within  which  we  thus  operate. 

But  whatever  the  reasons  behind  it,  any  misunderstandings  about  our  motives 
and  purposes  must  be  corrected.  Otherwise,  our  actions  are  likely  to  be  mis- 
interpreted and  whatever  risks  exist  of  spreading  protectionism  and  retreat 
from  international  re.sponsibilities  at  home  or  abroad  will  be  unnecessarily 
magnified. 

I  can  state  very  simply  the  main  elements  of  our  program  : 

First,  it  is  imperative  that  we  restore  a  basic  equilibrium  in  our  external 
accounts.  There  is  no  other  way  to  assure  monetary  stability,  which  rests  so 
heavily  on  the  dollar.  This  aim  requires  that  we  bring  about  a  major  turnaround 
in  our' current  payments  which  will,  in  turn,  require  a  substantial  strengthening 
of  our  trade  position.  The  inevitable  corollary  is  a  corresponding  adjustment 
in  the  positions  of  other  countries,  most  of  which  have  come  to  enjoy  persistent 
and  rising  surpluses. 

Second,  we  seek  that  adjustment  in  cooperation  with  our  trading  partners — 
and  in  ways  that  are  outward-looking  and  consistent  with  our  belief  in  liberal 
trade  and  payments,  not  inward-looking  and  defensive.  In  other  words,  we  seek 
to  achieve  that  result  by  the  removal  of  trade  restrictions,  not  by  the  introduction 
of  new  restrictions.  Certainly,  every  nation  must  plead  guilty  to  unnecessary 
trade  barriers.  But  the  point  today  is  that  a  significant  part  of  the  progress  needed 
toward  sustainable  adjustment  can  be  made  by  more  liberal  policies  by  others- 
changing  practices  that  have  tended  to  keep  U.S.  goods  from  their  markets, 
sometimes  in  the  process  contravening  the  letter  or  spirit  of  accepted  international 
trading  rules. 

Third,  a  lasting  and  healthy  world  payments  structure  will  require  not  only 
a  removal  of  trade  restrictions  but  also  a  major  realignment  of  the  exchange 
rates  of  leading  countries  and  a  rebalancing  of  defense  financing  arrangements. 

Fourth,  we  cannot  simply  paste  the  international  monetary  system  back 
together  and  return  to  the  old  premises  and  old  techniques ;  rather,  we  and  other 
trading  nations  will  together  have  to  develop  improvements  and  new  principles 
to  modify  the  system  to  meet  the  needs  of  the  generation  ahead — and  to  avoid 
a  relapse  into  the  problems  of  the  past. 

As  we  seek  to  implement  these  elements  of  our  international  program,  we  have 
been  advised  by  many  to  move  rapidly  out  of  this  first  stage  of  uncertainty. 
To  that  I  can  only  say  "amen."  But  the  further  question  that  must  be  answered  is 
"how?"  An  agreement  requires  concurrence  on  both  sides.  Hard  questions  are 
involved.  We  do  not  have  the  power  to  produce  such  an  agreement  by  our  actions 
alone.  And — this  is  the  theme  of  my  remarks  today — there  is  no  point  in  an 
agreement  that  leaves  the  basic  problem  unresolved. 

Some  have  suggested  that  we  are  engaged  in  some  kind  of  global  poker  game 
in  which  there  are  winners  and  losers,  and  we  may  be  driving  too  hard  a  bargain. 
I  do  not  understand  this  view.  Our  immediate  objective  is  to  achieve  the  prospect 
of  sufficient  turnaround  in  our  payments  position  to  assure  a  stable  base  upon 
which  to  proceed.  Failure  to  achieve  that  objective  would  be  a  failure  not  just 
for  the  United  States  but  for  all,  because  then  another  crisis  could  not  be  long 
delayed.  In  my  view  that  would  be  the  real  catastrophe,  for  efforts  to  build 
a  new  international  monetary  order  would  founder  and  renewal  of  uncertainty 
and  tensions  could  trigger  a  massive  retreat  from  a  world  of  liberal  trading 
policies.  We  can  live  with  the  present  situation  better  than  pretending  to  have 
solved  the  cau.ses  of  the  problem. 

Most  of  you  have  probably  read  of  the  statistical  projections  prepared  in  the 
Treasury  indicating  that  a  $13  billion  turnaround  in  our  payments  position 
would  be  required  between  the  type  of  deficit  we  would  have  under  full  employ- 
ment next  year,  if  no  corrective  measures  were  taken,  and  the  position  which 
would  be  needed  to  provide  a  reasonable  and  sustainable  balance  in  U.S.  pay- 
ments. Those  projections  are  subject  to  the  uncertainties  sairrounding  any 
attempt  to  project  into  the  future,  but  I  do  not  believe  they  overstate  the  general 
magnitude  of  the  problem. 

Because  there  has  been  confusion  on  the  point,  I  would  like  to  make  clear, 
however,  that  we  do  not  expect  an  actual  turnaround  of  $13  billion  in  a  single 
year.  Even  if  we  reach  full  agreement  with  our  trading  partners  in  the  next  few 
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weeks  on  the  adjustment  measures  needed  to  bring  a  turnaround  of  that  magni- 
tude, those  measures  would  take  literally  not  only  months  but  years  to  exert 
their  full  effect.  Xo  one  should  be  mislwl  into  thinking  that  \vt*  are  insisting  the 
U.S.  deficit  must  be  eliminated  overnight — what  we  do  insist  is  that  there  must  be 
a  reasonable  prospect  that  objective  can  be  achieved  on  the  basis  of  measures 
put  in  place. 

Second,  it  should  be  clear  that  we  cannot,  and  should  not,  blueprint  exactly 
the  measures  necessary  to  achieve  this  adjustment.  I  suspect  that  those  who  want 
to  see,  as  they  say,  a  specific  U.S.  "shopping  list"  would  be  the  first  to  denounce 
sneh  a  list  as  an  unacceptable  ultimatum.  In  any  negotiation  it  seems  to  me 
neither  wise  nor  practical  that  one  side  put  forward  all  the  proposals. 

My  feeling  is  that  there  is  not  just  one  single  set  of  measures  which  could 
permit  us  to  restore  stability  and  move  on  to  the  second  stage  of  international 
deliberations.  There  are  different  (-(mibinations  which  could  achieve  the  goal  of 
sufficient  turnaround  in  international  payments  to  permit  the  removal  of  the 
temi>orar>'  U.S.  restrictions.  We  have  made  a  number  of  suggesitions.  and  we  would 
welcome  some  suggestions  by  others.  There  have  not  been  many,  and  this  brings 
me  to  the  nub  of  the  problem. 

Is  there  a  willingness  in  the  last  analysis  to  make  the  necessary  adjustment? 
In  the  broad,  at  an  intellectual  level,  I  find  the  need  accepted,  despite  some 
dispute  about  the  exact  magnitude.  It  is  when  it  comes  to  specific  action  by 
specific  countries  that  the  major  difliculty  begins.  We  are  still  at  a  stage,  I  am 
afraid,  where  the  tendency  is  to  .say  yes — but  let  the  other  fellows  do  it. 

Those  who  are  impatient  and  press  for  immediate  realignment  and  immediate 
solutions  should  not  underestimate  the  difficulties.  Realignment  is  a  very  serious 
matter  for  each  foreign  country.  It  is  an  uncharted  and  quite  complex  negotia- 
tion to  establish  a  new  .set  of  exchange  rate  relationships  that  all  major  countries 
will  accept  as  a  reasonably  fair  deal,  taking  account  not  only  their  rates  vis-a-vis 
the  dollar,  but  against  their  other  important  trading  partners.  One  country's 
action  is  influenced  by  another's  willingness  or  unwillingness.  A  new  exchange 
rate  may  affect  the  profitability  of  industry,  the  fortunes  of  particular  firms  and 
their  workers,  interest  rates  and  capital  flows,  and  other  aspects  of  national 
economic  life.  It  is  thus  also  a  political  decision,  and  noneconomic  considerations 
may  intrude.  All  this  means  it  is  not  surprising  that  a  realignment  takes  time 
to  jell. 

Adjustments  could  proceed  through  the  less-personal  forces  of  the  market. 
That  is  precisely  what  Secretary  Connally  proposed  last  month,  suggesting  that 
the  serious  negotiating  problem  of  proper  exchange  rate  levels  and  interrelation- 
ships could  be  surmounted  in  this  way.  But  that  proposal  has  so  far  not  been 
accepted  and  instead,  rate  changes  are  in  many  ca.ses  resisted  by  new  restrictions 
on  international  payments.  I  regret  this,  but  it  is  symptomatic  of  the  deep  re- 
luctance of  some  countries  to  allow  their  current  account  surpluses  to  adjust 
into  an  internationally  consistent  equilibrium. 

Anyone  who  doubts  the  reality  of  this  problem  should  have  been  with  me  at 
meetings  in  Paris  a  week  ago  where  one  country  after  another  took  a  relatively 
pessimistic  view  of  its  payments  prospects  and  the  need  to  avoid  any  signiflcant 
adjustment  in  its  own  position.  In  the  aggregate,  it  is  plain  that  existing  inten- 
tions and  goals  cannot  be  reconciled  with  a  viable  equilibrium  for  the  United 
States. 

There  are  many  rea.sons  why  relatively  undervalued  exchange  rates  and  strong 
balance  of  payments  are  a  desirable  goal  for  an  individual  country.  It  provides 
protection  against  uncertainty.  It  sustains  jobs.  It  protects  against  the  full  force 
of  international  competition. 

For  years  the  large  U.S.  deficits  have  permitted  other  countries  to  sustain 
surpluses.  The  world  has  grown  accustomed  to  this  situation,  but  we  can  no 
longer  proceed  on  this  premise. 

It  is  not  becau.se  this  Nation  is  dependent  on  other  nations  for  the  creation 
of  adequate,  total  effective  economic  demand  on  our  economy.  We  have  demon- 
strated ample  capacity  to  create  that  demand  for  ourselves — and,  in  fact,  in  too 
many  years  of  the  sixties  demonstrated  an  overcapacity  in  creating  such  demand. 
Rather,  the  point  is,  as  I  have  suggested,  the  financial,  economic,  and  political 
underpinning  for  U.S.  deficits  no  longer  exists.  Trading  patterns  must  be  re- 
shaped to  face  that  fact  if  we  are  to  restore  an  ordered  international  system. 

I  should  say  a  .short  word,  too,  about  the  thought  that  a  quick  settlement  can 
be  reached  if  we  increased  the  ofl[icial  price  of  gold.   It  is  argued  this  would 
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satisfy  sotne  feeling  that  the  United  States  should  stand  up  and  take  its  psycho- 
logical punishment  in  the  same  way  as  other  countries  have  followed  in  the  past. 
But  in  suspending  convertibility,  we  took  that  punishment,  and  other  longer 
range  elements  are  at  stake.  In  recent  years,  by  international  agreement,  we  have 
begun  to  shift  from  reliance  on  gold  as  the  traditional  international  reserve  asset. 
This  is  an  important  step  forward  toward  a  rational,  internationally  controlled 
system.  An  increase  in  the  official  price  of  gold  would  he  a  step  backward  in 
monetary  evolution.  It  would  give  an  advantage  to  those  monetary  authorities 
which  have  placed  the  heaviest  strains  on  the  monetary  system  in  recent  years 
by  holding  an  unusually  large  portion  of  their  reserves  in  gold  rather  than 
dollars.  We  cannot  ignore  these  considerations  any  more  than  we  can  remove 
suspicions  that  such  action  would  not  remove  the  fundamental  reluctance  of 
many  important  countries  to  see  their  currency  values  raised  to  levels  that 
would  stop  the  long-continued  weakening  of  our  own  competitive  position. 

If  you  conclude  from  these  remarks  we  have  a  complicated  and  difficult  prob- 
lem ahead,  you  are  right.  The  crucial  decisions  to  permit  an  early  resolution 
have  not  been  made. 

But  as  I  said  at  the  start,  I  am  not  pessimistic.  I  believe  those  decisions  can 
be  made.  Progress  is  being  made  in  clarifying  the  issues  and  understanding  each 
country's  views  and  situation. 

We  do  not  seek  a  "solution"  at  all  costs — a  solution  that  is  not  a  solution.  The 
trading  world  has  not  broken  down  since  August  15 — and  with  a  minimum  of 
good  sense  and  good  will  it  will  not  in  the  months  ahead.  It  would  be  better  to 
live  with  that  situation  than  to  pretend  to  solve  the  problem  without  solving  it. 
That  course  would  give  a  very  brief  glow  of  satisfaction  to  a  few,  but  it  would 
virtually  guarantee  renewed  and  more  serious  difficulties  in  the  period  ahead. 

I  believe  with  patience  and  good  will  we  can  find  a  real  solution.  That  is  our 
only  intention  and  we  mean  to  achieve  it. 


Exhibit  64.— Remarks  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
November  11,  1971,  at  the  second  meeting  of  the  World  Economy  Study  Group, 
the  Adiai  Stevenson  Institute  of  International  Affairs,  Chicago,  111.,  on 
"International  Aspects  of  the  New  Economic  Program — the  First  90  Days" 

Almost  3  months  have  passed  since  President  Nixon  announced  his  new 
economic  program  and  altered  the  approach  for  dealing  with  our  major  domestic 
and  international  economic  problems.  The  initial  shock  has  worn  off  and  it  is 
time  for  a  stocktaking.  Tonight  I  want  to  comment  on  some  developments  in 
the  international  aspects  of  the  program  and  perhaps  clarify  some  possible 
misunderstandings  about  what  we  are  trying  to  do — and  what  we  are  trying 
not  to  do. 

I  believe  virtually  everyone  agrees  with  the  validity  of  the  President's  decision 
on  August  15  to  take  forceful  action  to  deal  with  our  own  eroding  international 
financial  position  and  with  the  exposed  weaknesses  of  the  international  monetary 
system. 

It  had  become  all  too  clear  that  the  international  economic  system  was  subject 
to  increasing  strains  and  recurrent  crises  and  that  fundamental  reforms,  not 
makeshift  repairs,  were  necessary. 

It  had  become  even  clearer  that  U.S.  balance  of  payments  deficits  were  no 
longer  sustainable.  These  deficits  were  not  sustainable  financially  in  light  of  the 
cumulative  strains  on  our  reserve  position  and  the  strong  speculative  forces 
they  engendered.  They  were  not  sustainable  economically  in  light  of  the  distor- 
tions which  they  forced  on  trade  and  investment  patterns.  And  they  were  not 
sustainable  politically  in  light  of  the  encouragement  they  offered  to  protectionist 
pressures  in  the  United  States  and  the  restiveness  they  caused  abroad  about 
the  need  of  other  countries  to  absorb  large  and  continuing  outflows  of  dollars. 

In  short,  tlie  time  had  come  for  decisive  action. 

The  August  15  program  set  our  course  toward  two  major  international 
objectives — reversal  of  a  long  i>erio<l  of  erosion  in  the  U.S.  balance  of  trade 
and  payments  and  creation  of  the  conditions  for  reforming  the  international 
monetary  system.  The  specific  international  measures  in  that  program — most 
importantly  the  suspension  of  convertibility  of  dollars  into  gold  for  foreign 
monetary  authorities  and  the  imposition  of  a  temporary  import  surcharge — did 
not  in  themselves  constitute  a  lasting  solution.  They  were  not  designed  to. 
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The  purpose  of  those  measures  was  to  provide  temporary  defenses — to  yield 
the  needed  quick  supi>ort  to  our  own  balance  of  payments  while  the  framework 
for  a  more  lasting  solution  is  worked  out  internationally,  and  to  free  us  from 
major  speculative  risks  while  we  and  our  trading  partners  develoj)  and  seek 
agreement  on  needed  reforms  of  the  monetary  system. 

What  do  we  seek  to  achieve  through  this  program?  Our  main  objectives  can 
be  outlined  very  simply- 

First,  we  are  trying  to  restore  basic  strength  to  our  external  accounts.  We 
do  not  want  to  default  on  our  resix)nsibilities  in  aid  and  defense  l>ecause  our 
balance  of  payments  is  weak.  We  do  not  want  to  have  to  maintain  selective 
restraints  and  controls  on  capital  indefinitely.  We  are  determined  to  play  our  role 
in  the  world  and  we  must  have  the  economic  and  financial  capability  to  do  so. 

Second,  we  are  trj'ing  to  gain  recognition  that  this  retiuires  a  major  turn- 
around in  our  current  balance  of  payments,  which,  in  turn,  requires  a  substantial 
strengthening  of  our  trade  balance.  The  inevitable  corollary  is  a  complementarj' 
adjustment  in  the  positions  of  otlier  countries,  most  of  which  have  come  to 
expect  and  rely  on  persistent  suri>luses  in  their  accoimts. 

Third,  the  needed  adjustment  and  a  healthy  world  payments  structure  will 
require  action  in  several  areas :  A  major  realinement  of  the  exchange  rates  of 
leading  countries,  a  restructuring  of  trade  practices,  and  a  rebalancing  of  defense 
financing  arrangements. 

Fourth,  we  seek  an  international  monetary  system  with  improvements  and 
new  principles  to  meet  the  needs  of  the  generation  ahead  and  to  avoid  a  relapse 
into  the  problems  of  the  past. 

And  fifth,  we  seek  these  changes  both  in  the  innnediate  payments  situation 
and  in  the  longer  term  modification  of  the  system,  in  ways  that  are  outward- 
looking  and  consistent  with  our  belief  in  liberal  trade  and  payments,  not  inward- 
looking  and  defensive.  We  seek  our  payments  adjustment  though  the  expansion 
of  trade  and  the  removal  of  restrictions,  not  by  the  introduction  of  new  restric- 
tions. A  significant  part  of  the  progress  needed  toward  sustainable  adjustment 
can  be  achieved  by  more  liberal  policies  l)y  others — changes  in  practices  that 
have  tended  to  keep  U.S.  goods  from  tlieir  markets,  sometimes  in  contravention 
of  the  letter  or  spirit  of  accepted  international  trading  rules.  We  recognize 
that  others  have  complaints  about  U.S.  trade  practices  and  some  problems  will 
require  time  for  .satisfactory  mutual  solution.  But  we  feel  some  important 
changes  are  needed  at  the  outset,  where  the  problems  are  pressing,  as  part  of 
the  process  of  restoring  the  United  States  to  an  equitable  position.  These  are 
needed  now. 

Two  aspects  of  the  program  deserve  special  comment,  since  they  have  been 
subject  to  conflicting  views  and  some  misunderstanding.  And  I  think  it  is  very 
important  that  any  mi.sunder.standing  of  our  purposes  and  motives  be  corrected. 
Otherwise,  our  actions  can  be  misinterpreted  and  the  risk  of  unwise  counter- 
actions by  others  unnecessarily  magnified. 

First,  we  must  make  it  absolutely  clear  the  program  is  in  no  way  a  shift 
toward  protectionism.  A  temporary  surcharge  is,  of  course,  not  a  new  device. 
Major  trading  countries  have  used  it  before  when  in  serious  balance  of  payments 
difficulty  and  with  a  similar  justification — a  justification  which,  in  our  case, 
was  explicitly  authenticated  by  the  International  Monetary  Fund.  And  the.se 
countries  removed  it,  as  we  will  when  conditions  justify  its  removal.  We  chose 
the  surcharge  because  it  is  a  nondiscriminatory,  market-oriented  measure  that 
promises  some  early  payments  improvement  but  which  avoids  the  harshness  and 
arbitrariness  of  quotas  and  direct  controls  explicitly  blessed  by  the  GATT. 

Alarm  about  the  surcharge  was  to  be  anticipated.  We  have  had  long  experience 
with  a  system  which  tolerates  and  even  welcomes  measures  other  countries  take 
to  improve  their  competitive  positions  and  balance  of  payments  but  which  views 
the  same  measures  in  a  different  light  when  they  are  adopted  by  the  United 
States.  That  is  a  penalty  of  size,  prominence,  and  leadership. 

But  there  can  be  no  escape  from  the  fundamental  fact  that  a  sizable  adjust- 
ment in  the  U.S.  external  position  is  needed  and  that  this  will  require  an  off- 
setting adjustment  in  the  position  of  other  countries.  The  surcharge  has  an 
impact  on  trade  but  far  less  of  an  impact  than  that  which  would  accompany 
a  realistic  exchange  rate  realignment.  The  surcharge  itself  is  but  a  partial 
and  temporary  safeguard.  It  is  no  solution,  and  we  will  happily  remove  it  as 
soon  as  more  lasting  adjustment  measures  are  undertaken. 

The  basic  objective  of  the  August  15  program  is  certainly  not  to  restrict  world 
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trade  but  just  the  reverse.  We  seek  to  beat  back  restrictive  practices  on  a  world- 
wide basis.  The  new  program  is  consistent  with  the  liberal  trade  and  payments 
concepts  which  have  guided  U.S.  policy  for  25  years.  Since  World  War  II,  the 
United  States  has  worked  within  the  framework  of  the  principles  of  most  favored 
nation  and  nondiscrimination  in  trade.  But  we  cannot  ignore  that  some  others 
have  appeared  to  feel  more  comfortable  in  moving  toward  trade  blocs,  and  some 
of  the  strongest  economic  powers  in  the  world  still  feel  the  need  to  protect  their 
economies  from  international  competition  by  use  of  controls  and  quotas.  There 
are  cases  in  which  discriminatory  trading  arrangements  tend  to  make  us  residual 
suppliers.  Our  large  and  open  markets  have  been  a  prime  target  for  foreign 
exporters  who  often  face  extensive  restrictions  in  third  markets. 

The  basic  point  is  that  liberal  and  outward-looking  policies  are,  in  the  end, 
dependent  upon  a  viable,  strong,  competitive  trading  and  overall  balance  of 
payments  position.  Our  continued  leadership  in  creating  a  balanced  and  equitable 
trading  system  is  thus  dependent  on  the  success  of  our  program. 

A  second  misunderstanding  which  should  be  cleared  up  is  that  some  have  seen 
our  program  as  an  attempt  to  shift  jobs  to  the  United  States  from  Europe  and 
elsewhere  and  have  forecast  worldwide  recession.  The  domestic  part  of  our 
program  is,  of  course,  designed  to  stimulate  the  U.S.  economy  and  create  jobs — 
which,  incidentally,  means  a  better  U.S.  market  for  other  countries'  exports. 
We  don't  want  our  employment  picture  unbalanced  by  trade  distortions  or 
inability  to  compete  worldwide. 

But  this  Nation  is  not  dependent  on  other  countries  for  the  creation  of  adequate 
total  demand  in  our  economy.  We  have  ample  experience  demonstrating  our 
capacity,  sometimes  overcapacity,  to  create  demand  for  ourselves.  It  is  impossible 
to  look  rationally  at  the  competing  demands  on  our  resources  and  conclude  that 
we  are  dependent  on  the  external  sector.  We  are  not  talking  about  reductions 
in  U.S.  imports  or  a  doubling  of  U.S.  exports  but  about  tapering  down  the 
rate  of  growth  of  imports  and  increasing  somewhat  the  rate  of  growth  of  exports, 
within  rising  levels  of  trade.  We  estimate  the  impact  of  the  surcharge  in  a 
full  year,  assuming  it  were  maintained  that  long,  at  $1%  to  $2  billion,  which 
would  only  slow  down  but  not  stop  the  rise  in  U.S.  imports. 

We  have  estimated  the  required  turnaround  in  our  current  balance  of  pay- 
ments at  $13  billion,  but  we  do  not  seek  or  expect  that  turnaround  in  a  single 
year.  Any  measures  agreed  upon  would  take  not  only  months  but  years  to  exert 
their  full  effect.  We  are  not  insisting  that  the  U.S.  deficit  be  eliminated  over- 
night— what  we  want  is  to  reach  agreement  on  the  measures  which  will  assure 
a  reasonable  prospect  of  that  objective  within  a  reasonable  period  of  time. 

The  impact  of  the  $13  billion  adjustment  would  not  only  be  spread  over 
time  but  would  also  be  spread  over  a  number  of  other  industrial  nations 
whose  economies  in  total  are  as  large  as  ours  and  whose  total  foreign  trade  is 
several  times  as  large  as  ours.  These  adjustments  can  certainly  be  accom- 
modated in  a  context  of  economic  growth.  The  latest  projections  prepared  by  the 
OBCD  suggest  that,  with  the  existing  U.S.  program  and  with  the  exchange 
rate  shifts  which  have  taken  place,  the  prospect  for  the  first  half  of  next 
year  is  for  an  increase  in  the  rate  of  economic  growth  for  the  major  countries 
in  Europe  and  Japan  as  a  group.  This  provides  reassuring  evidence  that  the 
projected  adjustment  would  take  place  within  a  framework  of  growth  and 
progress  in  the  international  economy,  rather  than  in  a  climate  of  recession. 

If  what  we  seek  and  do  not  seek  is  quite  simple,  the  attainment  of  our 
objective  is  not.  There  is  now  much  restiveness  about  the  uncertainty  in  the 
international  monetary  situation  and  an  impatience  to  reach  a  settlement 
with  a  minimum  of  delay. 

We  strongly  favor  resolving  these  issues  as  quickly  as  possible.  But  it  is 
clear  that  hard  decisions  and  complicated  questions  are  involved  and  that 
there  is  no  advantage  to  be  gained  in  a  patchwork  agreement  that  leaves  the 
basic  problem  unresolved.  Agreement  requires  concurrence  of  both  sides.  Neither 
we  nor  any  other  single  x)arty  can  impose  it. 

Those  who  are  impatient  for  immediate  solutions  should  not  underestimate 
the  difficulties.  An  exchange  rate  realignment,  which  is  but  one  element  of  a 
solution,  is  a  very  serious  matter  for  each  foreign  country.  A  multilateral 
exchange  rate  negotiation  is  rather  like  arranging  a  bowl  of  marbles — each  one 
that  is  shifted  changes  the  position  of  some  of  the  others.  It  is  uncharted 
and  complex  negotiation  to  establish  a  new  set  of  exchange  rate  relationships 
that  all  major  countries  will  accept  as  a  reasonably  fair  deal,  taking  account 
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not  only  of  their  rates  vis-a-vis  the  dollar  but  against  their  other  important 
trading  partners.  A  new  exchange  rate  may  affect  the  protitability  of  the  in- 
dustry, the  fortunes  of  particular  firms  and  their  workers,  interest  rates  and 
capital  flows,  and  other  aspects  of  national  economic  life.  It  is  thus  also  a 
political  decision,  and  none<,'ononiic  considerations  may  intrude.  All  this  means 
it  is  not  surprising  that  a  realignment  takes  time  to  jell. 

Is  there  a  willingness,  in  the  last  analysis,  to  make  the  necessary  adjustment? 
At  an  intellectual  level,  I  find  the  need  generally  accepted,  desjjite  some  dispute 
about  the  exact  magnitude.  It  is  when  it  comes  to  specific  action  by  specific 
countries  that  the  major  difficulty  begins.  The  temptation  is  strong  to  say 
yes,  an  adjustment  is  needed,  but  not  in  my  country's  position.  In  recent  dis- 
cussions in  Paris  one  country  after  another  took  a  relatively  pessimistic  view 
of  its  payments  prosixx-ts  and  the  need  to  avoid  any  significant  adjustment  in 
its  own  position.  In  the  aggregate,  it  was  plain  that  the  expressed  intentions  and 
goals  could  not  be  reconciled  with  a  vial)le  equilibrium  for  the  United  States. 

Nor  is  a  solution  advanced  by  insisting  upon  injecting  into  the  dis<'Ussions 
a  change  in  the  price  of  gold  which,  as  Secretary  Connally  has  emphasized, 
"would  be  patently  a  retrogressive  step  in  terms  of  our  objective  to  reduce,  if 
not  eliminate,  the  role  of  gold  in  any  new  monetary  system." 

There  is  no  question  that  we  have  a  complicated  and  difficult  problem  ahead. 
The  crucial  decisions  to  peinnit  an  early  resolution  have  not  been  made. 

I  believe  those  decisions  can  be  made.  Certainly,  there  is  now  a  better  under- 
standing of  each  country's  views  and  situation.  What  remains  in  question  is 
the  will  to  act  in  a  manner  that  recognizes  the  facts  of  the  situation  and 
the  need  for  substantial  adjustment  if  stability  is  to  be  restored  and  uncer- 
tainty ended. 

There  is,  to  my  mind,  no  easy  and  quick  "solution"  that  does  not  recognize 
the  neetl  for  substantial  adjustment  and  the  interi*elationships  of  monetary, 
trade,  and  defense  problems.  Such  a  solution  might  give  a  brief  glow  of  .satis- 
faction to  a  few,  but  it  would  virtually  guarantee  renewed  and  more  serious 
difficulties  in  the  i)eriod  ahead. 

Our  intention  must  be  to  work  toward  the  more  meaningful  and  enduring 
an.swers  that  are  potentially  within  our  grasp.  With  good  sense  and  good  will 
those  answers  will  be  found. 


Exhibit  65. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
January  27,  1972,  before  the  House  Committee  on  Appropriations  on  "The 
International   Financial  Situation  in   Light  of  the  Smithsonian   Agreement" 

Nearly  6  weeks  have  pas.sed  since  the  Group  of  Ten  agreed  at  the  Smiths(mian 
Institution  to  a  multilateral  exchange  rate  realignment  and  other  measures 
to  restore  international  monetary  stability  and  expand  world  trade.  The  com- 
mittee may  be  interested  in  a  brief  a.ssessment  of  the  international  situation  in 
the  light  of  that  agreement. 

Let  me  say  first  that  we  have  been  encouraged  by  the  widespread  view,  here 
and  abroad,  that  the  Smithsonian  agreement  represents  major  progress  both 
for  the  United  States  and  for  all  countries.  Certainly  we  recognize  that  much 
remains  to  be  done  in  basic  monetary  reform,  trade  policy,  and  defense  sharing 
to  attain  and  maintain  a  more  e(iuitable  and  balanced  world  payments  structure. 
Much  will  also  depend — and  I  would  emphasize  this — on  how  well  we  and  our 
trading  partners  operate  our  domestic  economies.  But  the  fact  that  the  Smith- 
sonian agreement  has  been  generally  accepted  as  a  major  step  in  adjusting 
to  today's  realities  and  a  base  for  further  progress  is  heartening. 

In  negotiating  a  multilateral  exchange  rate  agreement  covering  a  number 
of  xuajor  currencies,  we  made  new  and  unique  progress  in  monetary  cooi)eration. 
There  is  no  science  that  can  tell  us  with  accuracy  what  set  of  exchange  rates  is 
precisely  needed  to  assure  market  stability  and  restore  multilateral  payments 
equilibrium.  Vital  national  interests  were  affected,  and  a  hard  negotiating  and 
bargaining  process  took  place.  In  the  give-and-take  of  negotiations,  one  side 
rarely,  if  ever,  can  achieve  its  full  objective.  But  there  is  a  general  consensus 
that  a  fair  blending  of  competing  interests  yielded  acceptable  progress  for  all. 
In  sum,  I  believe  the  agreement  is  a  fair  and  reasonable  one  which  will  make 
a  real  and  substantial  contribution  to  a  better  balance  in  world  trade  and  pay- 
ments. That  was  our  judgment  on  December  IS  and  that  is  cei'tainly  our  judg- 
ment today. 
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During  the  weeks  since  December  18,  the  exchange  markets  have  been  pro- 
gressively adjusting  to  the  new  circumstances  and  exchange  rates.  During  the 
early  aftermath,  the  dollar  remained  generally  at  a  premium  and  near  the 
ceiling  in  terms  of  the  range  of  the  214-percent  margins  above  or  below  the 
new  stated  exchange  rates  stipulated  by  the  Smithsonian  agreement.  More  re- 
cently, the  dollar  exchange  rate  has  moved  down  toward  the  new  base  rates 
and,  in  some  cases,  beyond.  As  of  yesterday  it  stood  at  a  premium  in  terms  of 
five  of  the  G-10  currencies  and  discount  in  terms  of  the  other  four.  It  has 
strengthened  slightly  since  December  IS  against  the  Canadian  dollar,  which 
continues  to  float. 

Contrary  to  the  expectations  of  many,  there  has  not  been  a  heavy  flow  of 
dollars  from  foreign  central  bank  reserves  since  the  new  rates  were  established. 
I  do  not  believe  this  is  a  cause  for  concern.  In  our  press  conference  at  tlie  con- 
clusion of  the  Smithsonian  agreement,  we  made  clear  that  the  prosi>ects  for 
such  a  flow  were  doubtful. 

Indeed  there  are  several  factors  working  to  moderate  the  speed  with  which 
speculators  and  others  who  transferred  funds  abroad  during  the  crisis  would 
wish  to  transfer  funds  back  to  the  United  States  in  large  amounts.  Undoubtedly, 
much  of  the  speculation  into  foreign  currencies  was  of  the  nature  of  leads  and 
lags — businessmen  anticipating  future  foreign  payments  and  the  like.  This 
phenomenon  would  be  expected  to  unwind  only  over  a  period  of  time.  Second, 
interest  rates  during  this  period  have  provided  no  incentive  for  reflows  to  the 
Unitetl  States.  With  the  present  slack  in  the  U.S.  economy,  our  short-term  in- 
terest rates  have  been  at  the  lower  end  of  the  international  spectrum  while  a 
a  number  of  European  countries,  which  have  been  maintaining  policies  of 
restraint  to  slow  down  inflation,  have  maintained  relatively  higher  rates.  In 
addition,  during  much  of  the  period  since  December  18  the  dollar  has,  as  I 
have  indicated,  been  at  a  substantial  premium  in  the  exchange  markets  relative 
to  the  new  base  rates.  This  has  meant  that  anyone  transferring  funds  back  to 
the  United  States  stood  a  risk  of  "losing"  if  the  rate  for  the  dollar  subsequently 
moved  lower.  With  the  wider  margins  now  in  operation,  the  scope  for  such 
rate  fluctuations  is  now  increased. 

I  believe  it  would  be  a  mistake  to  conclude  that  no  reflows  of  short-term 
funds  are  occurring,  as  leads  and  lags  unwind.  Reports — admittedly  fragmen- 
tary— of  our  payments  position  over  the  period  since  December  18  indicate 
that  our  overall  official  settlements  position  has  probably  showed  a  modest  sur- 
plus in  the  past  month.  There  has  been  some  net  reduction  in  total  foreign 
official  dollar  holdings  since  the  agreement.  Since  many  important  elements 
in  our  balance  of  payments  were  almost  certainly  in  sizable  deficit  during  this 
period,  there  must  have  been  a  net  refiow  of  short-term  funds,  not  now  identifi- 
able, which  offset  the  other  deficit  items. 

Apart  from  questions  concerning  short-term  flows,  there  is  the  question  of 
the  impact  of  the  realignment  on  trade  and  other  elements  In  our  balance  of 
payments.  No  one  should  expect  the  realignment  and  other  measures  agreed 
December  18  to  have  a  large  immediate  effect  on  our  trade  and  other  basic 
elements  in  our  balance  of  payments  position,  such  as  direct  investment  and 
tourism.  In  fact,  the  immediate  effects  of  an  exchange  rate  change  are  usually 
perverse — for  example,  where  commitments  have  already  been  made  to  purchase 
certain  imports,  the  change  in  exchange  rates  may  merely  mean  that  the  U.S. 
importer  must  pay  more  for  the  same  quantity  of  goods.  It  is  only  over  an 
extended  period — probably  2  years  or  more — that  the  full  effects  of  the  rate 
changes  can  work  their  way  through  the  system.  While  we  should  see  part 
of  the  effect  much  sooner,  it  is  only  over  such  longer  period  that  producers 
and  consumers,  in  the  United  States  and  abroad,  can  fully  adapt  to  the  new 
rates  and  the  new  price  structures  and  competitive  opportunities  which  those 
rates  bring. 

I  feel  that  developments  since  the  Smithsonian  agreement  represent  a  reason- 
able adjustment  to  the  new  situation.  But  this  is  only  the  experience  of  a  few 
short  weeks.  The  important  question  is  where  do  we  go  from  here.  And  this 
depends  in  very  large  measure  on  policies  w^hich  we  pursue  in  our  domestic 
economy. 

The  United  States  has  an  obligation — to  its  own  citizens  and  to  the  entire  free 
world — to  eliminate  the  slack  in  its  economy  with  policies  for  strong  and 
non-inflationary  growth.  The  advantages  of  higher  employment  and  increased 
U.S.  production  to  our  domestic  prosperity  are  obvious.  But  it  is  not  always 
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recognized  how  critically  imi)ortant  a  strong  and  growing  U.S.  economy  is  to  a 
healthy  world  economy — particularly  at  a  time  when  growth  rates  ahroad  are 
slackening.  Without  reasonable  growth  and  employment  in  the  United  States, 
a  stable  international  equilibrium  is  not  likely  to  be  achieved — and  a  resurgence 
of  protectionism  would  be  a  danger. 

The  challenge  is  to  achieve  the  needed  expansion  in  our  economy  while 
progressing  further  toward  price  stability,  not  only  to  assure  that  our  expansion 
brings  growth  in  real  output  rather  than  higher  prices,  imt  also  to  enable  us 
to  strengthen  our  ability  to  compete  in  domestic  and  overseas  markets  with 
foreign  competitors.  Only  then  can  we  take  full  advantage  of  the  opportunities 
provided  by  the  exchange  rate  realignment  to  restore  our  trade  and  payments 
position  on  a  lasting  l)asis. 

Thus,  both  our  balance  of  payments  and  our  domestic  objectives  call  for 
policies  of  expansion  and  for  the  containment  of  inflation.  Those  are  the  policies 
we  are  now  following.  The  budget  deficit  for  the  pre.sent  year  is  certainly  very 
large.  But  in  the  context  of  the  desirability  of  providing  an  expansionary 
stimulus  through  fiscal  policy  this  deficit  can  be  accepted.  There  is  room  in  the 
economy  to  allow  for  expansion  without  inflation.  Our  wage  and  price  program 
will  help  to  ensure  that  our  expansionary  policies  lead  to  growth  in  real 
output.  The  budget  for  the  next  fiscal  year  is  held  to  full  employment  balance, 
which  means  diminished  fiscal  stimulation  as  the  economy  expands.  We  must 
maintain  that  discipline  and  would  welcome  its  enforcement  by  a  truly  effective 
expenditure  ceiling.  This  is  the  sensible  approach  from  the  viewpoint  of  our 
domestic  and  international  economic  needs.  It  will  best  serve  to  increase  our 
domestic  prosperity  consistent  with  restoring  a  strong  balance  of  payments. 


Exhibit  66. — Remarks  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
May  12,  1972,  at  the  1972  International  Monetary  Conference  at  Le  Chateau 
Champlain,  Montreal,  Canada 

Given  my  personal  activities  of  the  past  month  in  trying  to  help  arrange  inter- 
national monetary  forums,  I  want  to  claim  a  certain  expertise  on  the  subject. 
On  that  basis,  I  pronounce  the  judgment  that  the  sponsors  of  the  International 
Monetary  Conference  have  scored  again  in  providing  just  what  they  set  out  to 
do — the  setting  for  an  uninhibited  exchange  of  views  to  stimulate  the  thinking 
of  every  one  of  us.  I  do  envy  their  freedom  from  any  obligation  to  work  to  a 
consensus  I 

I  can  only  admire  their  fine  judgment  in  bringing  us  to  this  vital  cosmopolitan 
center,  blending  elements  of  the  old  and  new  in  a  manner  that  exemplifies  the 
unique  Canadian  heritage.  I  add  my  personal  thanks  to  our  Canadian  hosts  for 
easing  our  way  with  such  .splendid  arrangements. 

Most  of  you  share  with  me  certain  memories  of  the  meeting  at  Munich  a 
year  ago.  It  opened  against  a  backdrop  of  heavy  speculative  pressures  and 
shifting  exchange  rates — the  visible  symptoms  of  an  unravelling  of  what  has 
been  known  as  the  Bretton  Woods  system.  It  conclude<l  with  the  hardly  less 
visible  entry  of  Secretary  Connally  onto  what  he  has  called  the  "well-manicured 
playing  fields  of  international  finance." 

He  warned  that  we  were  entering  a  difficult  and  different  period — that  we 
needed  to  face  up  to  new  economic  realities — that  our  mutual  capacity  to 
coopei'ate  together  in  the  common  interest  of  our  economic  prosperity  would 
be  tested.  With  the  perspective  of  a  year,  I  am  sure  you  will  agree  he  did  not 
overstate  his  case. 

This  has  been  a  period  of  strain  and  ferment.  But  from  the  crisis  has  come 
progress : 

Internationally,  we  have  openly  faced  up  to  the  festering  sore  of  the  persistent 
and  growing  imbalance  in  trade  and  payments  within  the  industrialized  world — 
the  deepening  deficit  of  the  United  States  and  its  counterpart  in  the  large  sur- 
phuses  of  others.  Needed  changes  in  exchange  rates  have  been  put  in  place.  A 
small  start — but  no  more  than  that — has  been  made  toward  more  balanced  de- 
fense and  trading  arrangements. 

At  home  in  the  United  States  we  cannot  help  but  take  some  satisfaction  in  the 
present  evidence  of  both  a  quickening  expansion  and  somewhat  greater  price 
stability.  In  this  city,  I  would  hasten  to  add.  Canada  could  lay  claim  to  com- 
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parable  prospects.  Looking  at  growth  and  price  performance  together  the  North 
American  Continent  need  yield  to  no  other. 

Finally,  after  several  years  marked  by  turbulence  and  alarm,  domestic  finan- 
cial and  international  exchange  markets  have  settled  this  spring  into  a  calmer 
period. 

I  count  this  as  progress.  But  I  would  serve  neither  you  nor  myself  if  I  con- 
veyed any  sense  of  complacency.  Far  from  it,  sometimes,  when  I  talk  with  people 
at  home  or  abroad — very  often  when  I  read  the  press — always  when  I  try  coldly 
to  assess  what  needs  to  be  done,  I  am  struck  by  one  simple  fact.  In  important 
respects,  a  common  appreciation  of  our  problems  and  purposes  is  still  lacking. 

I  hope  we  have  laid  to  rest  fears  that  the  actions  of  August  15  marked  a  re- 
treat by  the  United  States  into  provincialism  and  pi'otectionism.  Of  course,  we 
took  strong  and  unilateral  actions.  We  did  so  for  a  good  reason :  They  were 
needed. 

Financially,  the  flow  of  dollars  overseas  had  swelled  to  a  torrent,  eventually 
reaching  about  $30  billion  in  1971,  far  beyond  what  we  or  foreign  countries  were 
prepared  to  tolerate. 

Abstracting  from  speculative  forces  and  short-term  capital,  our  basic  balance 
of  payments  was  deteriorating  at  an  alarming  rate,  reaching  more  than  $9  bil- 
lion last  year. 

Underlying  that  deterioration,  our  once  strong  trade  and  current  balance  had 
disappeared,  we  were  hurtling  into  a  large  trade  deficit,  even  at  a  time  of  slow 
growth  and  heavy  unemployment. 

Yet  by  December,  just  as  soon  as  the  needed  exchange  rate  realignment  was 
achieved  and  trade  negotiations  actively  started,  the  temporary  import  sur- 
charge was  gone  and  the  job  development  credit  was  extended  to  imported  prod- 
ucts. By  February,  the  short-term  trade  negotiations  were  pressed  to  a  conclu- 
sion— not  without  difficulty — with  Japan  and  the  European  Community.  The  net 
result  was  some  immediate  reduction  in  trade  barriers  and  new  commitments  to 
liberalizing  trade  negotiations  in  the  future. 

This  record  reflects  no  protectionist  puri>ose.  But  we  would  be  blind  if  we  fail 
to  recognize  that  such  pressures  do  exist  in  the  United  States  and  that  the 
temptations  to  look  inward  extend  to  slashing  defense  commitments  and  our 
development  aid  program. 

We  can — and  we  do — deplore  those  pressures.  More  important,  if  they  are  not 
to  spill  over  into  crippling  legislation  we  need  to  deal  with  the  causes.  Those 
causes  have  certainly  included  a  deteriorating  trade  position  and  the  strains  on 
the  dollar. 

The  continuing  purpose  of  the  President  and  Secretary  Connally  is  to  demon- 
strate the  administration  has  a  much  more  constructive  approach — one  that  sup- 
ports a  fair  and  liberal  trading  order.  In  that  approach,  we  neither  seek  nor 
require  any  special  advantage  or  favor  in  world  monetary  and  trading  arrange- 
ments. We  recognize  that,  in  the  end.  the  growth,  productivity,  and  stability  of 
the  American  economy  will  be  essential  to  success.  But  we  also  maintain — and 
I  believe  the  facts  of  our  position  and  the  monetary  turmoil  we  have  seen  dem- 
onstrate— that  a  new  balance  must  be  struck  among  the  benefits  and  burdens  of 
the  nations  of  the  industrialized  world.  This  is  fundamentally  what  our  discus- 
sions on  reform  are  all  about ! 

I  am  often  counseled  by  thoughtful  men — ^including  some  of  our  best  friends 
abroad — that  we  have  already  accomplished  a  great  deal.  Don't  press  our  friends, 
I  am  told,  to  do  uncomfortable  things.  Above  all,  don't  forget  the  political,  and 
defen.se.  and  aid,  and  foreign  policy  priorities.  There  is  another  refrain  in  such 
advice — exert  American  "leadership." 

Now,  I  am  the  last  to  reject  American  leadership.  Indeed  the  events  of  August 
15,  in  my  opinion,  were  one  manifestation  of  American  leadership. 

But  it  is  apparent  my  counselors  usually  have  something  else  in  mind.  That 
something,  upon  examination,  often  seems  very  much  like  a  static  adherence  to 
the  foreign  economic  policies  followed  throughout  the  postwar  ijeriod. 

In  practical  terms,  for  instance,  we  are  asked  to  provide  more  economic  aid 
on  better  terms.  This,  of  course,  costs  money  and  foreign  exchange.  Some  suggest 
we  could  raise  that  money  elsewhere — perhaps,  for  example,  by  cutting  defense 
spending  overseas.  But  mutual  security  is  a  vital  matter.  The  case  is  pressed  at 
least  as  strongly  that,  in  the  absence  of  other  volunteers,  the  United  States  must 
continue  to  bear  a  disproportionate  share  of  the  defense  costs  of  the  free  world. 
Ti"S5  also  costs  money  and  foreign  exchange. 
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On  the  premise  that  trade  liberalization  is  in  the  world's  interest — a  proper 
premise — we  are  urged  to  make  tlae  first  concession  to  move  trade  negotiations 
along,  even  at  the  risk  of  weakening  our  trade  and  payments  position.  If  that  is 
a  problem,  well  then  we  are  blithely  told  to  look  to  a  change  in  our  exchange 
rate — as  if  we  had  not  just  gone  through  that  trauma  and  further  change  would 
be  calmly  accepted  by  others. 

In  the  strictly  monetary  sphere,  the  call  for  leadership  has  been  translated  by 
some  into  a  move  toward  quickly  restoring  convertibility  or  accepting  other  fi- 
nancial obligations — at  a  time  when  we  have  no  assured  means  of  discharging 
such  obligations. 

My  purpose  in  this  recital  is  not  a  futile  effort  to  l)ring  tears  to  an  audience 
of  bankers  about  the  conflicting  demands  on  a  finance  ministry.  Even  less  do  I 
suggest  that  the  policies  advocated  are  individually  foolish  or  ignoble. 

But  we  have  to  face  the  simple  fact  that,  in  their  totality,  such  policies  are 
inconsistent  and  unsustainable  without  the  strong  foundation  of  external  eco- 
nomic strength;  we  see  the  restoration  of  a  strong  trade  and  payments  position 
as  fundamental  to  lasting  strength  for  the  dollar,  to  tlie  stability  of  the  monetary 
system,  and  to  maintenance  of  outward-looking,  liberal  policies. 

If  you  think  we  have  become  preoccupied  with  the  problem  of  getting  our  trade 
and  balance  of  payments  in  order,  you  are  right.  If  you  consider  this  a  mean  and 
selfish  preoccupation,  of  little  or  no  relevance  to  the  important  problems  of  peace 
and  prosperity,  you  are  wrong.  If  you  consider  it  will  entail  a  difficult,  complex, 
and  potentially  contentious  negotiating  process,  then  we  agree,  for  all  the  evi- 
dence is  on  that  side. 

In  broad  principle,  the  basic  elements  for  success  are  present.  Our  enormous 
deficits  are  reflected  in  a  surfeit  of  reserves — specifically,  a  surfeit  of  dollars — 
held  by  a  number  of  other  industrial  countries.  Several  of  those  countries  are 
enjoying  record  or  near-record  trade  and  current  account  surpluses,  in  many 
instances  far  larger,  in  relation  to  their  economies,  than  any  surpluses  within 
memory  for  the  United  States.  In  logic,  here  is  an  opportunity,  it  would  seem, 
for  those  reserve-rich  surplus  countries  to  help  promote  balance  of  payments 
adjustment  by,  for  instance,  taking  such  actions  as  benefiting  their  domestic 
consumers  by  reducing  barriers  to  trade,  or  their  industry  by  removing  barriers 
to  external  investment. 

But  the  answers  to  such  suggestions  are  not  slow  in  coming.  We  hear  that 
other  nations  are  too  divided.  They  are  too  small  and  too  uncertain  of  their 
future  prospects.  They  fear  domestic  political  consequences.  They  need  more 
time  to  adjust  and  change.  We  are  told  to  find  some  other  way  to  eliminate  our 
deficit— almost  as  if  we  could  trade  with  the  moon  ! 

A  good  and  sensitive  friend  of  the  United  States  put  it  to  me  this  way  :  "I 
understand  what  you  are  saying,  but  the  world  simply  isn't  accustomed  to  look- 
ing at  it  that  way.  After  all,  we  like  to  be  in  surplus.  We  liked  you  to  be  in 
deficit — so  long  as  it  was  not  too  large  !" 

One  can  recognize  and  even  .sympathize  with  that  nostalgia.  But  that  system 
broke  down.  The  political  and  economic  tolerance — at  home  and  abroad — for  an 
overextended  dollar  is  gone.  A  kind  of  cultural  lag  in  thinking  cannot  change 
the  reality  that  underlying  shifts  in  the  locus  of  world  economic  ixiwer  from  a 
single  country  to  several  centers  has  profound  implications  for  our  trade  and 
monetary  arrangements. 

No  single  nation  today  stands  in  a  position  to  direct  or  dominate  the  process 
of  reform.  Nor  can  we  expect  to  look  outside  ourselves  for  some  authority  to 
enforce  rules  and  conduct  that  do  not  fairly  reflect  the  realities  of  national 
objectives  and  behavior  and  the  economic  facts  of  life. 

The  real  challenge  for  U.S.  economic  leadership  is  this :  We  need  to  make  our 
case  clearly  and  forcibly  for  new  policies  that  will  adequately  reflect  the  new 
balance  of  power.  At  the  same  time,  we  need  to  build  institutions  and  codes  of 
conduct  that  will  provide  a  base  for  maintaining  harmony  in  a  context  of  expand- 
ing trade  and  mutual  prosperity. 

In  the  course  of  this  conference  we  have  all  heard  lucid  and  brilliant  exposi- 
tions of  the  ills  that  beset  the  monetary  system  and  metliods  of  dealing  with  them. 
Yet  after  hearing  the  range  of  opinion,  I  suspect  yon  can  understand  why  we  in 
the  United  States  have  no  prepackaged  plan  for  reform  to  spring  on  a  waiting 
world — nor,  frankly,  have  we  found  other  nations  yet  ready  to  pronounce  their 
considered  judgments.  Even  the  consensus  that  is  said  to  be  emerging  that  more 
flexibility  in  exchange  rates  is  needed  in  any  future  system  hides  substantial 
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differences  in  philosophy  and  brushes  over  some  unresolved  dilemmas  and  diffi- 
culties in  operational  mechanisms. 

We  have  also  heard  different  opinions  about  convertibility,  funding  mecha- 
nisms, methods  of  reserve  creation,  phasing  out  of  the  dollar  as  a  reserve  cur- 
rency, reserve  settlement  accounts,  and  all  the  rest. 

These  are  relevant  and  important  items  on  the  agenda  for  discussion  of  mone- 
tary reform.  In  approaching  that  agenda,  our  views  will  be  firm  on  some 
matters — such  as  reinforcing  the  trend  toward  deemphasis  of  gold — and  open- 
minded  on  others,  such  as  the  role  for  reserve  currencies. 

More  important,  we  insist  that  in  considering  the  various  monetary  mecha- 
nisms they  be  cast  against  a  vision  of  our  objectives  and  a  realistic  appraisal  of 
underlying  economic  forces.  Particular  mechanisms  will  work  well  or  badly  as 
they  fit  an  agreed  view  of  the  kind  of  international  economic  system  nations 
really  want.  Basic  objectives,  philosophies,  and  economic  structures  should  deter- 
mine the  mechanisms,  not  the  other  way  around. 

I  would  like  to  touch  upon  just  four  of  the  underlying  issues  against  which 
any  model  of  reform  must  be  tested.  I  do  not  pretend  this  listing  is  all  inclusive. 
I  do  think  it  encompasses  problems  of  critical  importance.  Certainly  it  reflects 
some  of  the  basic  concerns  of  the  United  States. 

First,  we  need  to  look  hard  at  the  implications  of  forcing  symmetry  in  our 
monetary  arrangements.  The  concept  of  symmetry  is  usually  associated  with 
what  might  be  called  a  pure  asset  settlement  system,  an  end  to  the  role  of  reserve 
currencies,  and  early  and  effective  action  to  deal  with  emerging  imbalances  in 
payments.  Among  other  things,  it  implies  use  of  exchange  rate  changes  and  other 
tools  of  external  adjustment  by  the  United  States  fully  comparable  to  those 
long  available  to  other  countries. 

After  more  than  20  years  of  deficit  and  realizing  the  heavy  burdens  on  the 
dollar,  there  are  some  features  of  such  a  system  that  have  a  natural  appeal  to 
the  United  States.  But  let's  also  examine  the  full  implications.  Given  our  at- 
tenuated external  financial  position,  we  would  have  to  start  off  with  a  succession 
of  U.S.  surpluses,  strengthening  our  reserves.  In  the  long  run,  beyond  the  tran- 
sitional period,  no  country  could  expect  to  maintain  consistent  surpluses. 

Fine.  That  is  the  logic.  But  what  will  be  the  practice? 

Do  we  have  candidates  among  the  surplus  countries  for  moving  their  exchange 
rates,  for  liberalizing  their  imports,  or  for  adopting  other  policies  to  change 
surplus  positions  promptly  into  deficit?  We  know  how  to  bring  pressure  on 
deficit  countries ;  what  are  the  appropriate  mechanisms  and  the  disciplines  for 
enforcing  action  on  surplus  countries?  Alternatively — and  what  amounts  to  the 
same  thing  in  economic  terms — ^will  other  countries  be  willing  in  the  future  to 
see  their  surpluses  transformed  into  deficits  by  the  exercise  of  U.S.  freedom  to 
change  its  exchange  rate  or  other  policies? 

If  not,  then  we  had  better  consider  some  other  system.  Certainly  we  would 
reject,  and  every  other  nation  would  as  well,  a  system  that  forces  balance  only 
by  means  of  an  internal  deflation  no  modern  government  is  willing  to  accept. 

Second,  assuming  for  the  moment  agreement  in  principle  on  the  desirability 
of  a  symmetrical  system  and  quick  payments  adjustments,  there  remain  basic 
differences  over  how  the  adjustment  might  be  made.  The  United  States  has  a 
deep-seated  view,  rooted  both  in  philosophy  and  practicality,  that  we  want  a 
market  equilibrium,  not  a  balance  that  can  only  be  maintained  by  permanent 
or  recurrent  controls  on  capital  or  other  payments.  Such  an  equilibrium  implies 
for  the  United  States  the  need  for  a  large  current  account  surplus,  which  will  in 
turn  require  a  sizable  trade  surplus.  Otherwise  we  will  be  in  no  position  to 
supply  aid.  We  would,  in  effect,  be  asking  (against  the  natural  forces)  for  capital 
to  run  uphill  to  the  richest  country  from  those  less  well  endowed. 

Despite  our  basic  views  on  this  score,  we  have  felt  it  necessary,  during  this 
transitional  period  before  our  payments  move  toward  equilibrium,  to  maintain 
the  existing  controls  on  capital  outflows  from  the  United  States.  A  message 
confirming  that  deci.sion  for  all  of  1972  is  in  the  mail  to  companies  operating 
under  the  direct  investment  restraint  program.  The  only  program  modification 
will  be  that  special  care  will  be  taken  to  avoid  inadvertently  impeding  the  ability 
of  these  companies  to  finance  their  exports. 

Third,  some  proposed  models  for  the  monetary  system  presume  by  their  nature 
a  high  degree  of  coordination  among  national  monetary,  fiscal  and  other  policies. 
None  of  us  who  want  the  benefits  of  international  commerce  can  be  an  island 
unto  ourselves.  But  detailed  and  continuous  coordination  of  various  policy  instru- 
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ments  would  impose  severe  restraints  beyond  those  any  national  government  has 
been  willing  or  able  to  accept. 

Finally,  there  is  an  issue  of  a  different  kind  and  character  sweeping  across  the 
entire  fabric  of  our  monetary  and  trading  order.  It  has  implications  for  every 
country,  but  in  today's  context  I  can  sum  it  up  in  two  words,  "Whither  Europe?" 

We  hear  a  great  deal  about  the  virtues  of  a  "one-world"  system  and  fear  of 
blocs.  Yet  the  palpable  fact  is  that  we  have  a  large  and  expanding  preferential 
trading  bloc  in  being.  Seldom  a  week  passes  that  we  do  not  hear  a  report  of 
one  meeting  or  another  to  expand  that  area  through  preferential  agreements  or 
to  reinforce  its  cohesion  in  the  monetary  area. 

"Bloc"  is  an  emotive  word,  but  I  use  it  in  no  necessarily  critical  sense.  After 
all,  the  United  States  has  long  politically  supported  the  development  of  the 
Conunon  Market.  Moreover,  monetary  unity  in  Europe,  taken  by  itself  and  if 
it  could  be  achieved,  could  on  balance  become  a  constructive  element  in  a  world 
monetary  order. 

What  we  fear,  of  course,  are  antagonistic,  competing  blocs,  aggressively  build- 
ing and  extending  a  pattern  of  trade  and  financial  restrictions  and  controls 
around  themselves.  W«  are  frankly  disturbed  by  some  such  tendencies  as  we 
see  them  in  Europe. 

With  the  enlargement  of  the  Community,  supplemented  by  preferential  trade 
agreements — actual  or  under  discussion — covering  over  60  countries  and  over 
half  of  industrial  trade,  what  is  left  of  that  cornerstone  of  our  trading  system 
called  the  "mo.st-favored  nation"  principle?  Will  a  regional  payments  system 
substitute  for,  instead  of  being  integrated  with,  a  multilateral  system?  What  is 
the  meaning  of  exchange  rate  adjustment  when,  in  the  large  agricultural  sector 
where  the  United  States  and  Canada  are  prwlucing  at  roughly  half  European 
prices  and  have  a  large  comi)etitive  advantage,  a  system  of  variable  levies  auto- 
matically discourages  our  products? 

The  conclusion  seems  to  me  inescapable  that  here  we  have  a  phenomenon  that 
cries  out  for  wider  analysis  and  consideration.  It  is  one  prime  example  of  how 
trade  and  monetary  issues  are  inextricably  tied.  Consideration  of  one  without 
the  other  would  be  sterile. 

As  you  long  since  have  realized,  I  did  not  conceive  of  my  assignment  today  as 
suggesting  we  face  an  easy  job  capable  of  quick  solution  from  an  existing  blue- 
print. After  all,  we  face  no  less  a  task  than  reconciling  vital  national  interests 
in  an  agreed,  realistic,  and  desii-able  monetary  and  trading  system.  We  must 
pick  our  way  through  an  obstacle  course  of  political  .sensitivities  and  .'dimple 
failures  of  commiinication. 

At  the  same  time,  I  have  a  sense  of  growing  confidence. 

I  believe  a  consensus  is  emerging  on  the  manner  of  proceeding  under  a  suita- 
ble broad  mandate,  reflecting  the  common  will  to  move  ahead  and  to  come  to 
grip.s  with  the  underlying  issues.  We  are  freeing  ourselves  from  the  inbiliition 
of  defending  what  is  familiar  simply  because  it  is  familiar,  even  though  it  no 
longer  works.  We  share  a  common  sense  of  dissatisfaction  with  the  present. 

We  also  share  a  common  responsibility  for  the  future.  At  stake  is  our  common 
prosperity  and  the  larger  harmony  of  the  world  political  and  economic  conuumiity. 

Make  no  mistake  about  the  role  of  the  United  States  in  all  of  this.  It  would 
be  folly  to  think  we  could  do  it  alone.  But  you  know  our  basic  traditions  and 
instinct — to  look  outward,  to  work  with  others,  to  find  pro.siH»rity  in  a  larger 
whole.  We  exi>ect  others  to  discharge  the  heavy  responsibilities  that  go  with 
strength.  On  that  basis  we  have  every  reason  to  anticipate  we  can  together 
build  on  the  achievements  of  the  past. 


Exhibit  67. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
May  25,  1972,  to  the  Organization  for  Economic  Cooperation  and  Develop- 
ment Council  meeting,  Paris,  France 

Mr.  Chairman,  if  I  may,  I  would  like  first  to  convey  to  you  and  to  the  others 
here  the  greetings  and  regrets  of  Secretary  Connally  who.  as  you  know,  intended, 
until  a  certain  event  last  week,  to  attend  the  Council  meeting  here  today.  I  bring 
the  .same  greetings  from  Secretary-Designate  Shultz,  who  was  iKirticularly  con- 
cerned to  have  me  convey  to  the  group  that,  while  there  would  be  a  cerhiin  change 
in  the  personalities  at  the  Treasury,  as  the  President  indicated  in  making  that 
change,  it  is  a  changing  of  the  guard  and  not  a  changing  of  iM)licies. 
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I  welcome  the  Secretary  General's  initiative  in  scheduling  this  discussion  of 
international  monetary  and  trade  issues  and  raising  the  question  of  the  role 
of  the  OECD — and  particularly  the  breadth  with  which  he  has  dealt  with  this 
subject. 

It  seems  obvious  to  me,  and  I  am  sure  to  everyone  around  the  table,  that  no 
subject  could  be  more  timely.  After  a  i>eriod  of  relatively  smooth  and  really  un- 
paralleled progress  in  trade  during  the  postwar  period,  the  monetary  and  economic 
system  has  been  through  a  period  of  some  tension  and  shock  over  the  course  of 
the  past  year.  Certainly  one  of  the  most  urgent  tasks  now  facing  all  our  govern- 
ments is  to  undertake  serious  work  on  the  arrangements  which  are  really  going 
to  condition  international  economic  relations  for  the  next  25  years,  just  as  the 
postwar  arrangements  served  us  so  well  in  the  past  25  years. 

Then  there  are  immediately  related  questions  as  to  what  actions  are  appro- 
priate in  particular  circumstances.  What  particular  techniques  are  ai)i>ropriateV 
As  you  know,  the  GATT  presently  justifies  use  of  quotas  for  a  nation  in  pay- 
ments deficit  l>ut  not  surcharges,  but  experience  suggests  that  countries  have 
found  it,  I  think  for  good  and  solid  reasons,  more  convenient  and  more  desirable 
often  to  use  surcharges  rather  than  quotas.  It  is  appropriate  to  ask  whether  a 
distinction  created  25  years  ago  is  still  valid,  is  still  sensible  in  the  light  of  re- 
cent experience  and  foreseeable  circumstances.  Then,  of  course,  you  can  ask 
whether  the  use  of  either  quotas  or  surcharges  is  appropriate,  or  in  what 
circumstances. 

Xow  another  kind  of  (piestion,  I  think,  arises  with  (luite  apparent  differences 
of  opinion  as  to  whether,  and  to  what  extent,  equilibrium  might  be  achieved 
through  the  use  of  controls  and  perhaps,  particularly,  controls  on  the  investment 
side  of  the  balance  of  payments  equation.  There  are  those  that  distinguish  sharply 
between  trade  and  investment  in  this  respect  and  would  focus  the  adjustment 
more  largely  on  the  investment  side  of  the  equation.  Obviously,  this  is  a  major 
issue  and  there  was  some  reference  to  it  yesterday.  I  recall,  by  our  Canadian  col- 
league, and  it  implies,  in  turn,  different  monetary  mechanisms. 

I  think  we,  too.  Mr.  Chairman,  have  to  recognize  that  regional  arrangements 
in  trade  and  money  are  a  fact  of  life  and  that  these  phenomena  have  to  be  re- 
lated, the  trade  and  the  monetary,  in  a  regional  sense,  one  to  the  other.  Yet  I 
think  we  have  to  admit  that  the  size  and  extent  of  present  arrangements  of  this 
sort  really  weren't  contemplated  in  either  the  liasic  trading  rules  or  the  basic 
monetary  rules  under  which  we  are  now  operating,  and  there  is  a  real  need  for 
developing  a  new  consensus  and  a  new  doctrine  in  this  area. 

Now  I  don't  raise  this  point  at  all  in  suggesting  that  the  United  States  has  con- 
sistently supported  the  Common  Market.  But  there  are  important  issues  emerging 
from  this  develoi)ment  that  I  think  we  need  to  deal  with  frankly  and  openly 
lest,  by  lack  of  design,  we  do  fall  into  an  environment  of  competing  and  imvard- 
looking  blocs.  And  I  would  be  frank  to  say  we  are  disturbe<l  by  some  tendencies 
we  see  in  Europe  in  the  proliferation  of  trading  arrangements  and  association 
agreements.  On  the  other  hand,  my  own  opinion  is  that  European  monetary 
unity  could  become  an  extremely  imi)ortant  building  bloc  for  a  more  satisfactory 
world  system  and  a  more  stable  monetary  system.  My  point  is  simply  that  we 
can't  separate  one  from  the  other,  and  it's  a  phenomena  that  does  need 
examination. 

I  don't  want  to  comment  in  substance  on  the  deliberations  of  the  high-level 
group,  and  I  won't  claim  that  degree  of  familiarity.  I  was  interested  in  listening 
to  Mr.  Key's  comments,  but  I  would  just  observe  in  this  connection  that  this 
group,  which  was  established,  of  course,  with  a  mandate  in  trade  as  I  under- 
stand it,  has  found  in  the  course  of  its  deliberations  that  monetary  questions  kept 
arising  and  emerging  and  could  not  be  put  down.  I  take  it  that  this  is  an 
illustration  of  the  inextricable  link  that  I  think  does  exist  between  these 
subjects. 

I've  been  interested  too  in  observing  the  Japanese  actions  which  we  had  de- 
scribed to  us  yesterday.  It  was  quite  clear  they  looked  upon  certain  trading  ac- 
tions as  substitutes  for  exchange  rate  action.  And  I  welcome  their  progi-am  and 
I  hope  that  it  will  be  effectively  implemented.  Again  it  is  another  illustration  of 
the  way  these  factors  are  linked. 

Now  I  want  to  make  sure  my  comments  are  not  misunderstood  in  one  rather 
specific  way.  In  discussing  trade  and  monetary  linkage  and  in  insisting  that  they 
be  looked  at  as  part  of  a  coherent  whole,  I'm  talking  essentially  about  reform- 
ing the  basic  rules  of  the  game — the  fact  that  we  need  a  consistent,  compatible 
code  of  conduct  in  both  of  these  areas  and,  without  this  consistency,  I  think  we 
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run  into  grave  danger  that  either  the  trading  arrangements  or  the  monetary  ar- 
rangements, or  both,  will  break  down. 

I  am  not  referring  to  specific  trade  negotiations,  in  the  traditional  .sen.se.  over 
the  price  of  oranges  or  particular  quotas,  or  nontariff  barriers.  Those  negotiations, 
I  hope,  are  being  prepared  for  in  the  proper  forum  of  the  GATT.  We  expect  they 
will  take  place  in  that  forum.  We  are  looking  not  at  those  specific  types  of  nego- 
tiations but  the  general  types  of  rules  that  should  govern  trade  and  monetary 
relationshii)s  and  be  comi)atible  with  each  other. 

I  should  say  in  that  connection  that  I  am  pleased,  as  others  have  also  .sug- 
gested by  the  calmer  atmosphere  in  exchange  markets  and  in  other  relationships 
that  have  developed  in  recent  months.  But  I  also  want  to  .say  that  I  don't  derive 
from  that  experience  any  sense  of  complacency  whatsoever.  To  the  contrary, 
we  continue  to  be  impressed  by  both  the  need  and  diffit-ulty  of  achieving  sus- 
tainable balance  in  the  economic  relationships  among  our  countries,  mo.st 
broadly — and  I  would  say  specifically  in  our  own  balance  of  payments.  We  indeed 
have  a  strong  conviction  that  equilibrium  in  the  U.S.  payments  is  an  es.sential 
ingredient  for  stability  worldwide  in  the  monetary  system  and  in  trading  arrange- 
ments— ^perhaps  the  single  largest  factor  and  challenge  ahead  of  us.  I  would 
certainly  hope  and  expect  that  that  conviction  is  common  ground.  Of  cour.se,  it 
i.s  not  just  a  shortrun  problem  of  making  the  adjustment  that  has  to  be  made  in 
present  circumstances.  We  have  to  look  at  the  problem  of  .sustaining  balance  of 
the  United  States  and  for  others  in  the  broad  perspective  of  the  years  ahead 
and  the  kind  of  iJersi)ective  the  Secretary  General  has  been  emphasizing. 

I  am  sure,  as  Chancellor  Barber  and  others  have  already  suggested,  that  all  of 
us  share  an  interest  in  moving  ahead  to  reorder  the  international  economic 
system  in  a  way  that  really  reflects  the  present  and  foreseeable  realities,  and 
in  a  way  that  supports  a  common  interest  in  lil)eral  and  open  trade  and  political 
harmony. 

It  .struck  me  in  listening  to  the  opening  ceremonies  yesterday.  Mr.  Chairman, 
how  different  the  world  is  that  we  live  in  today  from  the  day  when  the  Marshall 
plan  was  inaugurated. 

We  are  no  longer  dealing  with  the  world  of  the  late  llHO's  when  one  nation 
was  dominant.  On  the  other  hand,  we  are  not  dealing  with  the  world  implied  by 
the  economic  textbooks  very  often — a  world  of  equal  and  atomistic  .stiites.  We 
(iuit<>  obviously  have  a  world  of  .several  major  power  centers :  The  Ignited  States, 
the  Euroi>ean  Community.  .7ai>an.  ju.st  to  name  some  of  the  largest. 

To  be  perfectly  frank.  I  am  not  sure  that  our  thinking  has  been  fully  adjusted 
to  this  change  in  circumstances.  It  does  reiiuire  a  rethinking  of  basic  philo.sophy, 
basic  premises  of  the  system  in  many  ways  to  make  sure  the  structure  of  mone- 
tary arrangements  and  the  structure  of  our  trading  arrangements  fit  present 
needs. 

If  I  .state  the  issue  most  broadly,  and  I  think  it  is  useful  to  state  it  broadly, 
the  links  between  the  various  aspects  of  the  problem — monetary,  trade,  invest- 
ment, whatever — seem  rather  obvious.  A  common  exi)ression  is  that  money  is  the 
handmaiden  of  trade  and  investment.  We  all  accept  that. 

We  all  accept,  I  think,  in  the  broadest  terms,  that  the  philosophy  and  struc- 
ture of  our  monetary  relationships  have  some  relation  to  the  philosophy  and 
structure  of  our  trading  relationships. 

We  established  in  the  po.stwar  period,  quite  rightly,  a  nondiscriminatory, 
multilateral  payments  system.  And  that  had  its  counterpart  very  directly,  in  the 
trading  order,  in  the  most-favored-nation  clause,  the  comerstone  of  liberal  and 
nondiscriminatory  trade  policies. 

I  think  there  is  an  a.ssumption,  implicit  or  otherwise  in  a  systiem  of  relatively 
unchanging  exchange  rates,  that  other  elements  in  the  .sy.stem  n)u.st  contribute 
heavily  to  a  more  smoothly  working  adju.stment  process.  Or  conversely,  to  take 
the  other  extreme,  if  one  assumes  flexible  exchange  rates  and  heavy  emphasis 
on  adjustment  through  exchange  rates,  we  have  to  assume  that  trade  is  free  to 
move  in  response  to  the  relative  price  changes  that  the  exchange  rate  change 
entails.  If  large  segnuMits  of  trade  or  investment  are  insulated  from  the  adjust- 
ment proce.s.s — ^through  govennnent  intervention,  through  (luotas,  through  what- 
ever restraints  exist — the  prospects  for  smooth  adjustment  are  hampered 
whatever  the  monetary  arrangements. 

We  often  hear  it  said  that  monetary  breakdown  can  lead  to  inhibitions  on 
trade,  i>erhai)s  the  growth  of  blocs — ^antagonistic  blocs.  conq)eting  blocs — and  cer- 
tainly that  seems  to  m(>  a  legitimate  concern  and  fear,  one  that  we  ■share.  I  think 
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it's  equally,  true  that  trading  arrangements  out  of  keeping  with  economic  realities 
can  lead  to  monetary  problems,  inhibit  adjustment,  and  contribute  to  a  breakdown 
of  the  monetary  system.  I  think  we  have  had  some  examples  of  that  around  the 
world. 

For  those  reasons,  my  Government  strongly  supports  the  view  that  monetary 
and  trade  arrangements,  in  particular,  are  closely  interrelated  and  must  be 
considered  jointly. 

We  certainly  put  ourselves  fully  in  support  of  the  notion  that  the  OECD,  by 
its  nature,  its  charter,  its  experience,  is  especially  well-placed  to  equip  itself  to 
deal  with  the  interrelated  problems. 

Indeed,  I  think  the  OP^CD  has  the  potential  of  making  a  unique  contribution 
to  this  field.  I  think  we  would  really  be  negligent  in  fulfilling  our  responsibilities 
and  the  OECD  in  fulfilling  its  re.>!iK)nsibilities,  if  this  organization  did  not  move 
promptly  to  prepare  itself  to  make  a  full  and  maximum  contributioai  to  the 
task  ahead. 

Now  I  would  like  to  be  a  little  more  specific,  Mr.  Chairman,  about  some  of 
the  trade  and  monetary  linkages  that  we  see  immediately  ahead  of  us,  partic- 
ularly in  teinns  of  the  reform  of  the  monetary  system. 

Mr.  Van  Lennep  referred  to  the  discaission  of  a  more  symmetrical  monetary 
system.  I  thiidi  we  are  all  familiar  with  some  elements  of  that  di-scussion.  It 
may  have  different  meanings,  as  he  suggested,  for  different  people  in  different 
contexts.  But  it  does  at  the  least.  I  think,  mean  a  system  in  which  nations  are 
required  to  settle  payments  deficits  and  surpluses  with  reserve  assets  (to  look 
at  the  monetary  implication)  and  to  eliminate  the  imbalances  promptly  and  to 
move  rapidly  on  the  adjustment  process. 

That  kind  of  system,  I  will  tell  you  (piite  frankly,  has  a  certain  amount  of 
appeal  to  the  United  States  after  moi'e  than  20  years  of  deficit.  I  should  say  it 
means  that,  for  a  starting  period,  the  United  States  should  think  in  terms  of 
running  a  suri)lus  to  restore  the  strength  of  our  international  financial  position, 
but  in  the  longer  run  it  means  the  United  States  and  all  countries  would  have  to 
stay  close  to  approximate  balance  in  their  international  payments.  Now  for  the 
United  States  that  means  moving  from  a  long  period  of  deficit.  For  other  coun- 
tries it  would  mean  moving  the  opposite  direction. 

This,  of  course,  raises  the  question  of  what  the  disciplines  are  in  the  system, 
what  pressures  there  are  for  adjustments  that  in  many  ca.ses  may  not  {lpi>ear — 
looking  at  an  individual  country  and  its  innnediate  interests — will  not  appear  the 
most  delightful  or  pleasing  kind  of  adjustment.  If  this  kind  of  a  system  is  going 
to  be  a  reality,  if  quick  and  full  adjustments  are  to  be  more  than  pious  hopes 
and  become  practical  realities,  we  have  to  think  about  what  kind  of  disciplines 
are  necessary.  The  disciplines  on  deficit  countries,  I  think,  have  received  a  good 
deal  of  attention  and  they  should.  But  the  question  is  equally  raised,  what  about 
the  disciplines  on  the  surplus  countries?  I  think  there  must  be  a  asymmetry  here 
for  the  system  to  work  correctly. 

If  that  is  correct,  it  inmiediately  raises  a  further  question :  To  what  extent 
do  we  rely  upon  monetary  measui-es.  such  as  exchange  rate  changes,  in  this 
adjustment  process,  and  to  what  extent  should  there  be  reliance  on  trade  or 
other  measures,  particularly  when  the  ea.se  for  exchange  rate  changes  may  be 
less  than  clear-cut  and  ambiguous — trade  changes,  either  in  the  sense  thought 
of  in  terms  of  the  IMF  scarce  currency  clause  where  the  question  of  trade  re- 
straints is  relevant,  or  trade  action  in  terms  of  liberalization  of  restrictions  that 
might  exist? 

Now  when  this  que.stion  is  raised,  in  my  experience  at  least,  there  is  a  quite 
predictable  reaction,  depending  upon  what  gi*oup  one  is  talking  to.  Trade  people 
are  inclined  to  take  the  position  that  these  are  very  interesting  and  relevant 
problems,  but,  of  course,  it's  a  monetary  problem,  and  one  should  look  to  the 
exchange  rate  area  or  otherwise.  When  one  talks  to  a  monetary  group  and  they 
are  impres.sed  with  the  difficulties  of  exchange  rate  changes,  they  are  inclined 
to  say,  well,  of  course,  this  is  a  difficult  and  relevant  problem,  but  go  discuss  it 
with  the  trade  people.  I  think  this  is  illustrative  of  the  kind  of  link,  the  kind 
of  problem  to  which  we  must  address  ourselves. 

Now  one  word  about  the  relationship  I  see  here  between  the  OECD  and  other 
forums,  actual  or  proposed.  We  plainly  hope  and  anticipate  that  a  group  will  be 
set  up  under  the  auspices  of  the  IMF,  the  so-called  G-20  to  take  under  its  wing 
promptl.v  the  que.stions  of  monetary  reform  and  relate  those  to  the  mder  trading 
issues.  This  group  in  a  sense  will  be,  we  hope,  the  fully  apix>inted,  constitutional 
forum  where  the  real  negotiations  should  appropriate  worldwide  representation. 
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At  tJie  other  end  of  the  si)eotruin,  the  trade  negotiations  to  which  I  referred, 
trade  negotiations  are  properly  the  concern  of  GATT.  and  I  think  GATT  is 
going  to  have  its  hands  full  in  those  terms. 

The  OECD,  on  the  other  hand,  is  not  a  negotiating  bod.v.  It  is  a  discussion 
forum  and  we  think  a  highly  imi>ortant  forum  for  discussion  among  a  group  of 
countries  with  very  direct  interests  and,  as  I  suggested,  a  group  that,  by  its  ex- 
I>eriences.  competence  and  talents  and  charter,  is  well  suited  for  the  job  of 
examining  interrelationships. 

So  far  as  the  organization  of  the  OEJCD  is  concerned,  we  think  it  has  a  great 
many  talents,  Mr.  Chairman,  but  it  is  not  fully  structured  to  do  the  job  and 
meet  the  challenge  that  is  now  before  us.  The  Secretary  General,  I  think,  has 
made  some  proposals  that  seem  to  us  useful  in  terms  of  bringing  the  organization 
fully  in  accord  with  the  needs.  We  have  essentially  what  has  been  a  vertically 
organized  organization,  dividing  up  the  substantive  areas.  What  we  need  to 
do  is  bring  .some  of  the  substantive  areas  into  better  focus  on  a  horizontal  basis. 

None  of  the  existing  groups,  as  we  see  it,  has  sufficiently  broad  competence 
to  fully  examine  the  linkages.  And  there  could  be  a  danger  that  no  OECD 
body,  despite  its  general  competence,  will  do  the  job  of  looking  at  the 
interrelationships. 

So  we  do  feel  there  is  need  of  focussing  attention,  having  a  group  at  an 
appropriate  level,  a  relatively  manageable  group  with  broad  competence  to 
consider  the  linkages  of  the  trade  and  monetary  fields,  and  we  think  it  is 
extremely  important  that  the  OECD  take  up  this  challenge  and  fully  equip 
itself  to  do  that  job.  We  .shouldn't  let  present  organizational  structure  and 
restrictions  stand  in  the  way  of  the  OECD  i)articipating  fully  in  this  work  in 
the  best  way  iwssible. 

The  challenge  is  clearly  here,  Mr.  Chairman.  I  am  absolutely  convinced  that 
the  negotiations,  as  a  whole,  will  be  speeded  and  facilitated  if  the  OECD 
itself  is  equipi)ed  to  make  a  maximum  contribution  to  the  effort.  I  think 
we  are  at  a  point  of  decision.  We  can  by  indecision,  in  effect,  opt  out  of  these 
very  imiwrtant  negotiations.  I  don't  think  we  should  opt  out ;  we  should  move  to 
seize  the  opportunity  to  take  advantage  of  the  very  great  competence  of  this 
organization.  The  people  competent  to  make  the  decision  are  assembled  here, 
and  we  believe  we  should  act  now. 

Thank  you,  Mr.  Chairman. 


Exhibit  68.— Remarks  by  Under  Secretary  Volcker,  May  30,  1972,  at  the  Con- 
ference Board's  Third  International  Conference  on  the  Financial  Outlook, 
Geneva,  Switzerland,  on  "Realism  in  International  Monetary  Reform" 

I  appreciate  this  opportunity  to  participate  in  the  Third  International 
Conference  on  the  Financial  Outlook,  and  to  meet  directly  with  a  cross  section 
of  leaders  intimately  concerned  with  the  practical  problems  of  international 
business  and  finance.  The  setting  at  the  conference  in  this  internationally 
minded  city  of  Geneva  itself  emphasizes  that  we  are  dealing  with  issues  that 
cut  across  national  boundaries  and  interests  and  can  only  be  resolved  with  close 
cooperation  and  understanding. 

I  suspect  there  would  be  no  disagreement  with  a  statement  that  we  have 
been  through  a  period  of  considerable  financial  turmoil  and  uncertainty  in 
the  past  year. 

Monetary  arrangements  to  which  we  had  long  grown  accustomed  have  been 
changed.  They  liave  been  changed  not  out  of  whimsy  or  neglect  or  selfishness. 
Rather,  they  had  to  be  changed  because  the  basic  premises  underlying  those 
arrangements  were  no  longer  valid. 

You- — and  I — have  had  to  adjust  our  thinking  to  new  economic  circumstances 
and  to  a  fundamentally  new  balance  in  world  economic  power.  These  circum- 
stances evolved  over  a  i>eriod  of  years.  The  evolution  of  the  monetary  and 
trading  system  failed  to  keep  pace — until,  finally,  sudden  change  was  forced 
upon  us. 

The  proce.ss  of  change  is  never  easy,  never  painless.  The  general  realignment 
of  exchange  rates,  including  the  change  in  the  parity  of  the  dollar  itself,  was 
a  difficult  process.  We  are  today  operating  without  the  familiar  convertibility 
of  the  dollar  into  reserve  a.ssets.  Important  issues  of  trade  policy — more  or 
less  submerged  for  a  time — have  been  projected  forcibly  into  our  consciousness. 
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Underlying  much  of  the  turmoil  has  been  the  prolonged  and  aggravated  weak- 
ness in  the  external  financial  and  economic  position  of  the  United  States.  That 
weakness  must  be  corrected  if  there  is  to  be  any  lasting  prospect  of  stability  in 
the  international  monetary  system.  More  than  that,  a  stable  dollar  and  repair  of 
the  competitive  position  of  the  United  States  seems  to  me  an  essential  ingredient 
of  any  effort  to  work  together  to  extend  the  liberal  and  open  trading  order  that 
has  been  the  hallmark  of  the  postwar  world. 

The  essential  facts  that  reflect  our  balance  of  payments  diflSculties  are  well 
known : 

After  20  years  of  more  or  less  limited  balance  of  payments  deficits,  the  accumu- 
lating pressures  on  the  external  position  of  the  United  States  were  reflected  in 
a  basic  deficit  on  current  and  long-term  capital  on  the  order  of  some  $10  billion 
last  year. 

The  primary  factor  in  the  deterioration  in  our  balance  of  payments  has  been 
a  shift  from  a  once  large  trade  surplus — a  peak  of  about  $7  billion  in  1964 — to  a 
sizable  deficit  today,  a  stark  reflection  of  the  cumulative  pressures  on  the  rela- 
tive competitive  capabilities  and  opportunities  of  U.S.  indu.stry. 

Obviou.sly.  U.S.  inflation  in  the  latter  part  of  the  1960's  contributed  to  those 
pressures.  Yet,  overall,  our  internal  price  performance  over  a  period  of  years 
has  been  better  than  that  of  virtually  any  other  major  industrialized  country. 
Clearly,  the  causes  go  deeper.  The  remarkable  resurgence  of  the  productivity, 
capacity,  and  marketing  capability  of  industry  in  Europe  and  Japan  during  the 
postwar  years  has  not  been  matched  by  needed  changes  in  our  monetary  and 
trading  arrangements. 

I  will  be  emphasizing  today  both  the  need  for,  and  the  difficulties  of,  change. 
I  also  want  to  retain  a  sense  of  perspective.  In  the  face  of  monetary  adjustments 
without  parallel  since  the  late  1940's,  world  trade  is  today  substantially  greater 
than  a  year  ago.  Private  financial  markets  themselves,  including  the  huge  Euro- 
dollar market  about  which  we  have  heard  so  much,  proved  capable  of  adjusting 
to  the  new  circumstances  with  remarkable  resiliency. 

Since  late  winter,  calm  has  returned  to  exchange  markets.  Indeed,  very  little 
central  bank  intervention  in  exchange  markets  has  taken  place  for  almost 
3  months.  Reflect  upon  that  fact  a  moment.  There  have  been  few  periods  of  com- 
parable length  in  recent  years  in  which  a  similar  statement  could  be  made. 

We  cannot  concll^de  from  this  experience  that  pre.sent  arrangements  are  satis- 
factory for  the  longer  run.  In  the  Smithsonian  agreement,  new  exchange  rates 
were  put  in  place  after  hard  bargaining  to  reconcile  differing  national  views. 
The  United  States,  as  other  leading  countries,  accepts  the  exchange  rates  then 
established  as  a  basic  point  of  departure  in  dealing  with  remaining  problems. 

A  wider  band  for  fluctuation  around  those  exchange  rates  was  also  intro- 
duced at  the  Smithsonian.  Trade  agreements  were  soon  reached  to  deal  with 
certain  immediate  problems  in  a  sensible  and  effective  way  and  to  prepare  the 
ground  for  more  comprehensive  negotiations. 

But  all  of  this  is  an  interim  phase.  The  necessary  adjustments  have  been 
launched  but  not  completed.  The  challenge  remains  to  rebuild  monetary  and 
trading  agreements  and  institutions  to  serve  the  world  for  the  next  generation. 

There  is  impatience  to  get  ahead  with  that  job.  I  share  that  impatience.  In- 
deed. I  admit  to  a  certain  volume  of  travels  and  discussions  in  recent  weeks  to 
that  end.  But  I  am  also  convinced  that,  if  we  are  to  achieve  lasting  progress,  wo 
must  be  willing  to  take  the  time  to  face  squarely  and  openly  the  difficulties  and 
obstacles  in  our  path. 

In  terms  of  procedures  alone,  we  have  the  ta.sk  of  finding  appropriate  forums 
for  carrying  the  work  forward  most  effectively  and  expeditiously.  These  forums 
must  combine  equitable  representation,  breadth  of  focus,  and  manageable  size. 

That  is  no  small  order,  but  I  can  report  considerable  progress.  Specifically,  we 
look  fonvard  to  the  formation  of  one  group  under  the  general  auspices  of  the 
International  Monetary  Fund  but  able  to  draw  on  the  resources  of  other  com- 
petent organizations  as  well.  Even  before  its  formation,  it  has  been  popularly 
labelled  the  "Group  of  20." 

On  the  basis  of  my  own  recent  contacts  with  officials  of  a  niunber  of  other 
leading  countries  and  discussions  in  other  places  such  as  UNCTAD,  I  believe  that 
a  strong  consensus  has  emerged  that  the  group  .should  be  directed  not  only  to 
examine  and  propose  changes  in  the  "constitution"  of  the  monetary  system,  but 
also  to  consider  the  essential  interrelationships  between  the  monetary  system 
and  the  world  trading  order.  That  thought  is  incorporated  in  IMF  draft  pro- 
posals on  the  group's  mandate  now  circulating. 
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We  also  hope  and  antieii)ate  that  the  OBCD  can  play  an  effective  role  in 
speeding:  and  facilitating  the  task  before  us,  especially  in  relatins  the  monetary 
questions  to  trade  and  investment  issnes  about  which  it  has  a  hi.Lrh  degree  of  com- 
petence. I  \v(tnld  confess  to  some  disappointment  that  then'  was  resistance  in 
meetings  in  Paris  last  week  to  some  reshaping  of  the  structure  of  the  organiza- 
tion to  focus  its  iniiciue  capabilities  more  directly  on  this  effort.  What  did  emerge. 
however,  was  clear  recogniticm  that  the  issues  of  trade,  money,  and  investment 
are  interrelated  and  that  the  organization  should  play  a  role  in  developing  a 
synthesis  among  them. 

We  are,  of  course,  also  preparing  trade  negotiations  in  the  framework  of 
GATT  so  that  we  can  deal  with  specific  imi)ediments  to  trade. 

The  broader  common  understanding  of  the  nature  of  the  overall  problem  re- 
flected at  the  OECl)  meeting  and  elsewhere  is  one  reason  for  encouragement  as 
we  look  ahead.  We  can  al.so  take  some  satisfactifm.  I  believe,  from  what  has 
already  been  accomplished.  T(»  appreciate  that,  cast  your  thoughts  backwards  to 
the  situation  a  year  ago : 

It  was  a  time  of  great  uncertainty  in  exchange  markets;  financial  crisis  was 
in  the  air.  following  a  siicce.ssion  of  increjisingly  .serious  monetary  disturbances 
over  the  previous  decade. 

The  I'.S.  balance  of  pa.vments  was  not  only  deteriorating  at  an  alarming  pace, 
but  correctives  adequate  to  the  scale  of  the  i)roblem  had  not  .vet  been  put  in  place. 

In  the  absence  of  more  constructive  approaches,  pressures  for  protectionism 
and  temptations  to  retreat  inward  were  growing  in  the  I'nited  States  and  in 
other  countries. 

I  do  not  suggest  that  the  needed  adjustments  have  yet  been  dealt  with  fully 
and  adequately.  I  do  suggest  that  the  problems  have  now  been  openly  recognized, 
that  fundamental  correctives  have  been  adopted,  and  that  the  stage  is  being  set 
for  u.seful  negotiations  on  the  remaining  and  longer  term  issues. 

My  confidence  in  a  .successful  outcome  of  these  negotiations  .stems  in  part 
from  a  conviction  on  all  sides  that  we  have  much  to  gain  in  nuitual  pro.sperily 
from  working  together  to  preserve  a  cooperative  world  order,  liberal  trade  and 
open  economies.  Rut  my  confidence  stems  from  more  than  that  generality.  Tliere 
are  more  specific  accf)mplishments  and  attitudes  that  provide  the  needed  founda- 
tions for  negotiations. 

These  accomplishments  have  come  with  what  may  seem  to  be  agonizing  slow- 
ness. In  the  isolation  of  our  offices  or  on  the  lecture  platfonn,  each  of  us  can 
spin  out  our  personal  version  of  a  comprehensive  i)lan  addressed  to  all  our 
economic  i)roblems. 

The  difficulty  i.s.  of  course,  that  those  i)lans  often  do  not  converge  in  their 
major  elements.  AVe  sometimes  tend  to  forget  we  are  dealing  with  matters  little 
understood  even  by  relatively  informed  citizens.  Yet  they  are  nuitters  of  vital 
national  interest,  and  they  have  sensitive  political  as  well  as  economic  dimensions. 

Perhaps  the  greatest  challenge  of  all  is  that  we  need  to  adapt  our  collective 
thinking  to  fundamentally  new  circumstan<-es  in  the  world  economy.  Those  cir- 
cumstances did  not.  of  course,  arise  suddeidy  last  sunuuer.  They  emerged  more 
gradually  over  a  period  of  years.  Rut,  as  i)rofound  changes  took  place  in  the 
world  economy,  we  were  intellectually  coasting  on  i)remises  no  longer  valid. 

Toda.y,  we  are  no  longer  coasting.  Instead,  by  facing  openly  the  fundamental 
problems  and  the  new  realities.  I  believe  we  are  laying  the  indispen.sable  intel- 
lectual groundwork  for  the  needed  consensus  on  reform. 

There  are.  it  seems  to  me.  several  important  elements  in  this  "new  reali.sm." 

First  is  the  simple  fact  that  it  is  now  generally  accepted  that  our  monetary 
system  is  in  need  of  fundamental  repair  and  reform — that  new  concepts  of 
monetary  arrangements  are  re(iuired  to  replace  tho.se  which  emerged  at  the 
end  of  World  War  II.  In  the  immediate  aftermath  of  the  suspension  of  the  coii- 
vertil)illty  of  the  I^S.  dollar  on  August  in,  there  was  an  understandable  tendency 
by  some  to  tr>-  to  return  as  fast  as  possible  to  the  old  mechanisms.  Rut  given  the 
vast  changes  in  the  world  economy,  a  patchup  of  Rretton  Woods  could  not  do 
the  job.  Today  the  more  realistic  premi.se  is  widely  accepted  that  thoroughgoing 
reform  of  the  system  is  needed. 

Secondly,  we  see  recognition  today  that  the  problems  of  the  monetary  .system 
are  inextricably  linked  to  those  of  the  trading  order.  I^ast  summer,  this  con- 
cept was  Inghly  controversial.  Yet.  within  the  iKist  2  weeks  a  general  consensus 
was  affirmed  at  both  the  ministerial  meeting  at  the  Oiori)  in  Paris  and  at  the 
T'NCTAD  meeting  in  Santiago  that  we  need  to  aim  at  a  synchronized  ai)proach 
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to  monetary,  trade,  investment,  and  related  matters.  Policies  in  these  inter- 
related areas  should  mutually  reinforce  each  other  in  encouraging  and  facili- 
tating needed  adjustments. 

In  some  respects,  the  ndes  of  the  trading  system  and  the  nUes  of  the  monetaiT 
system  directly  overlap.  For  instance,  when  we  face  imbalances  in  payments,  the 
proper  role  and  function  of  trade  measures — such  as  surcharges,  quotas,  or  steps 
to  liberalize  imports,  and  of  monetary  measures,  such  as  exchange  rate  changes — 
need  to  be  freshly  examined  and  clarified.  The  implications  of  the  visible  tend- 
ency toward  a  proliferation  of  preferential  trading  agreements  and  the  drive 
toward  greater  monetary  unity  among  some  countries  of  the  world  requires  a 
new  look.  Today,  these  phenomena  are  prominent  features  of  the  world  landscape, 
but  they  were  almost  ignored  in  shaping  the  monetary  and  trading  system  at  the 
end  of  World  War  II. 

Third,  there  is  much  greater  understanding  today — in  contrast  to  August  15 
and  December  18 — about  the  length  of  time  that  it  will  take  to  eliminate  the 
existing  payments  imbalances.  The  recent  trade  figui'es  of  the  United  States, 
showing  continuation  of  a  large  deficit  4  months  after  the  Smithsonian  agree- 
ment, emphasize  again  the  simple  fact  that  adjustment  does  take  time. 

There  is  no  reason  to  question  that  the  exchange  rate  adjustments  agreed  last 
December  will  importantly  support  the  U.S.  trade  and  current  accoimt  position 
as  traders  and  businesses  adjust  to  new  competitive  conditions.  The  relatively 
better  price  perfoi-mauce  of  the  United  States  also  promises  to  yield  results 
over  time.  But  it  is  equally  true  that  the  initial  effects  of  the  dollar  devaluation 
have  been  perverse  and  that  the  imbalances  in  imyments  have  been  aggravated 
l»y  the  cyclical  phasing  of  the  world  economy. 

The  U.S.  economy  is  now  expanding  over  a  broad  front  and  at  a  more  rapid 
pace.  A  number  of  our  major  trading  partners  across  the  Atlantic  and  the  Pacific 
are  still  in  a  phase  of  relatively  slow  growth — and  therefore  of  relatively  low 
import  demand.  In  the  short  run,  these  cyclical  influences  tend  to  dominate 
trade  flows.  Fortunately,  these  same  influences  have  also  provided  a  setting  in 
which  international  interest  rate  levels  could  move  toward  better  alignment  so 
tliat  short-term  capital  flows  need  not  aggravate  underlying  payment  imbalances. 

Fourth  and  finally,  I  believe  a  consensus  is  emerging  on  some  of  the  basic 
concepts  that  must  govern  any  new  monetary  and  trading  order.  I  will  mention 
three  in  particiilar. 

I  sense  a  convergence  of  thinking  that  our  international  arrangements  must 
leave  reasonable  scope  for  independent  action  by  sovereign  nations  in  shaping 
their  internal  policies.  No  nation  will  depart  from  basic  policies  aimed  at  high 
employment,  reasonable  price  stability,  and  growth,  nor  can  we  ignore  the  plain 
evidence  that  internal  policy  fiexibility  is  neither  so  complete,  so  instantaneous, 
or  so  effective  as  we  would  like.  In  short,  we  have  to  face  the  fact  we  neither 
know  enough,  nor  can  practically  implement,  a  finely  tuned  mix  of  internal  poli- 
cies adequate  to  square  domestic  objectives  with  every  shift  in  international 
circumstances. 

Certainly,  any  nation  expecting  to  benefit  from  international  trade  and  invest- 
ment must  be  prepared  to  accept  obligations  toward  the  common  order.  Rut  we 
cannot  build  a  durable  international  monetary-  system  on  dreams  of  full  inter- 
national coordination.  We  must  recognize  the  hard  reality  that,  in  particular 
situations,  objectives  will  conflict. 

There  is  a  direct  corollary  to  this  point :  The  instruments  available  for  bal- 
ance of  payments  adjustment  need  to  be  reexamined  and  broadened,  and  the 
necessary  disciplines  need  to  be  enforced  reasonably  and  equitably  on  deficit  and 
suridus  countries  alike.  Obviously,  large  and  difficult  questions  arise  in  develop- 
ing and  implementing  effective  means  to  this  end.  As  I  suggested  eai-lier,  a  choice 
between  uKmetary  devices  (such  as  exchange  rates)  and  trade  devices  (such 
as  surcharges  or  special  efforts  to  liberalize  imports)  may  arise.  These  questions 
are  unresolved.  But  the  first  vital  step  is  taken:  Recognition  of  the  problem  and 
a  willingness  to  deal  with  it. 

The  emerging  consensus  seems  to  me  to  extend  to  the  further  point :  Whatever 
the  particular  mechanics  of  the  new  system,  additional  flexibility  must  be  built 
into  the  exchange  rate  regime.  Of  all  the  technical  problems  before  us,  this  may 
be  the  most  difficult.  Fixed  exchange  rates  to  be  defended  through  thick  and 
thin  entail  a  simple,  easily  understood  nde.  We  know  how  that  system  works, 
or  at  least  how  it  is  supposed  to  work.  We  also  know  that  in  today's  world  that 
svstem  broke  down  because  frozen  exchange  rates  lose  touch  with  reality. 
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What  we  need  is  to  build  enougli  "flex"  or  elasticity  into  the  system  to  permit 
it  to  adapt  to  change  more  smootldy,  thus  preserving  the  larger  stability  and 
duraltility  of  the  whole. 

Certainly,  there  are  also  important  areas  in  which  no  consensus  is  yet  emerg- 
ing in  terms  of  shaping  a  new  system. 

I  referred  earlier  to  the  fact  that  regional  monetary  and  trading  areas  are 
a  phenomena  essentially  outside  the  framework  of  the  old  system.  Yet  the  Com- 
mon Market  is  a  fact  of  life.  Indeed,  the  United  States  has  long  supported  its 
development. 

I  see  no  inconsistency  between  that  support  and  our  deep  concern  over  the 
proliferation  by  the  European  Community  of  preferential  trading  agreements, 
actual  or  under  discussion,  to  some  50  trading  partners  beyond  the  boundaries 
of  the  (Vmnnunity  itself.  We  are  also  concerned  altout  the  external  implications 
of  its  agricultural  policies. 

At  the  same  time,  I  personally  believe  that  greater  monetary  cohesion  within 
a  large  part  of  Europe,  taken  by  itself,  could  potentially  become  an  important 
building  bl(K*k  in  the  emerging  international  monetary  system.  The  challenge 
is  to  develop  the  potential  in  the  situation,  while  resisting  the  threat  of  a  lapse 
into  the  kind  of  regional  blcK-s  that  are  antagonistic  in  trade  and  monetary  affairs 
and  disintegrating  in  terms  of  our  common  economic  and  political  objectives. 

Another  area  of  contention — present  and  potential — relates  to  cai)ital  controls. 
I  often  hear  it  said  that  the  U.S.  balance  of  payments  proldem  re<luces  itself 
largely  or  entirely  to  a  question  of  outflow  of  capital.  This  .seems  to  me  an  illu- 
sion. It  is,  for  instance,  a  fact  that  on  balance  over  recent  years,  before  the 
heavy  .speculative  influences  in  1971,  the  United  States  experienced  a  net  inflow 
of  long-term  capital  from  Europe.  It  also  seems  to  me  undeniable  that,  if  the 
Ignited  States  is  to  support  an  ;iid  program  worthy  of  our  Nation  and  permit 
capital  to  flow  to  the  IjDC's,  we  will  need  a  sizable  current  accoimt  and  trade 
surplus,  in  contrast  to  our  present  deficit. 

The  United  States  approaches  the  question  of  international  capital  movements 
with  a  conviction  that  in  seeking  payments  equilibrium — and  sustainable  equi- 
librium— balance  cannot  be  forced  permanently  or  recurrently  by  the  use  of  capi- 
tal controls.  This  is  partly  a  question  of  economic  philosoi)hy.  But  it  is  also  a 
highly  practical  judgment  that  our  ability  to  develop  and  enforce  such  controls 
effectively  over  a  sustained  period  of  time  is  extremely  limited  without  damag- 
ing the  very  fabric  of  trade  and  commerce  we  seek  to  support. 

The  volatility  and  size  of  international  capital  flow.s — most  particularly  in 
the  short-term  area — give  ri.se  to  problems  that  must  be  dealt  with  effectively 
and  pragmatically.  More  than  one  technique  can  be  and  has  been  adopted  to 
that  pun>ose.  Contrasting  views  on  these  techniques  need  to  be  brought  into 
confrontation  and  resolved. 

No  doubt  we  can  also  expect  controversy  about  what  I  think  of  as  the  mechanics 
of  the  system,  the  nature,  volume,  and  use  of  reserve  as.sets :  the  role  (if  any) 
for  reserve  currencies  ;  and,  I  would  add,  appropriate  ways  and  means  for  avoid- 
ing dependence  on  gold  in  the  monetarj-  system. 

In  one  .sense,  these  matters  are  the  nuts  and  bolts  of  the  international  monetary 
machine,  and  they  provide  a  natural  agenda  for  discussion.  But  T  woiild  also 
urge  that  in  putting  those  nuts  and  bolts  together,  we  first  need  a  common  vision 
of  the  kind  of  machine  we  need  and  want.  In  other  words,  the  mechanics  have 
to  be  looked  at  as  part  of  a  coherent  whole. 

I  think  it  is  plain  to  all  of  you  that  I  do  not  minimize  the  challoige  which 
remains  ahead. 

In  facing  this  challenge,  I  take  as  a  fundamental  premise  the  need  for  leader- 
ship from  the  United  States.  We.  after  all,  remain  the  largest  and  strongest  of 
the  world  economies.  Indeed.  I  am  proud  of  American  leadership  in  these  recent 
mcmths :  Our  recognition  of  the  need  for  change  and  for  fundamental  change; 
our  willingness  to  take  hanl  measures  domestically  and  internationally  which, 
however  distasteful  in  the  short  run,  will  accelerate  the  needed  adjustments  : 
our  insistence  that  the  old  international  .system  could  not  simply  be  patched  up 
but  requires  a  fundamental  rethinking  in  coojteration  with  our  trading  i)artners. 

I  also  believe  there  needs  to  be  some  understanding  that  the  nature  of  American 
leadership  must  inevitably  change.  We  are  no  longer  a  colossus  standing  astride 
the  world's  economy  with  unparalleled  productivity,  competitive  position,  wealth, 
and  political  and  military  power.  Leadership  cannot  in  the  circumstances  of  t(Klay 
be  liquated  with  tolerating  disproportionate  burdens  for  aid  and  for  defense,  and 
not  least  for  the  dollar  itself. 
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Like  other  countries,  we  in  the  United  States  must  fit  our  performance  and 
our  aspirations  to  our  capabilities.  All  of  us  have  to  recognize  tliat  today  eco- 
nomic power  has  become  much  more  balanced  :  that  the  United  States  has  had 
deficits  in  its  payments  for  more  than  20  years  and  that  these  deficits  had  reached 
an  unbearable  size ;  that  the  international  assets  and  the  international  credit 
of  the  United  States  had  been  stretched  to  the  breaking  point;  that  other  na- 
tions, often  with  the  help  and  prod  of  American  capital,  have  made  enormous 
economic  strides.  We  need  to  recognize,  too,  that  with  economic  strength  goes 
political  responsibility. 

I  put  the  point  very  simply  and  bluntly.  We  live  in  a  world  in  which  benefits 
and  burdens — monetary,  trade,  defense,  and  aid — ^must  be  more  equitably 
shared. 

It  is  not  a  question  simply  of  economic  capacity  but  of  a  state  of  mind.  Na- 
tional psychologies  and  national  responsibilities  do  not  change  overnight.  But 
change  they  must. 

I  believe  that  evolution  is  going  on  now.  In  many  ways;  it  is  a  wrenching 
process  for  it  challenges  long-accepted  assumptions  and  our  capacity  to  under- 
stand and  to  cooperate  together. 

But  it  is  also  a  fundamentally  healthy  process.  I  am  convinced  that  out  of  these 
changes  we  can  lay  a  fresh  basis  for  extending  and  reinforcing  the  prosperity 
and  political  harmony  that  have  been  our  common  heritage  from  the  postwar 
monetary  and  trading  system. 


Exhibit  69. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
June  22,  1972,  before  the  Subcommittee  on  International  Finance  of  the  House 
Committee  on  Banking  and  Currency 

Mr.  Chairman,  as  you  made  clear  in  calling  these  hearings,  there  is  an  intense 
interest  in  international  monetary  reform  and  an  understandable  restiveness  to 
see  practical  results  from  this  important  work.  The  administration  fully  shares 
that  concern.  It  is  in  no  one's  interest  to  procrastinate.  ICqually,  it  is  crucially 
important  that  the  job  be  done  right. 

My  intention  today  is  to  provide  a  brief  status  report,  to  outline  our  broad 
approach  toward  the  task  ahead,  and  to  respond  to  the  questions  that  you  may 
have. 

Movement  toward  international  monetary  reform  was  launched  by  the  forth- 
right actions  announced  by  President  Nixon  last  August  15.  In  essence,  those 
actions  recognized  that  whatever  the  accomplishments  of  the  existing  system — 
and  they  were  ver>'  substantial — some  of  the  basic  premises  that  underlay  that 
system  were  no  longer  valid.  Fundamental  changes  would  be  necessary  to  meet 
the  problems  and  circiunstances  of  the  1970's  and  beyond.  Those  changes  must 
entail  not  just  the  mechanics  of  the  monetary  system  but  new  ways  of  approach- 
ing problems  that  will  fairly  reflect  the  existing  balance  of  world  economic  power 
and  will  result  in  a  fair  distribution  of  responsibilities  among  nations. 

Secretary  Shultz  has  asked  me  to  emphasize  particularly  to  the  subcommittee 
that  the  change  in  leadership  at  the  Treasury  has  in  no  way  changed  our  goal, 
our  basic  approach,  or  our  resolve  in  seeking  those  changes. 

The  first  few  months  after  August  15  were  necessarily  devoted  to  immediate 
and  urgent  problems  of  achieving  needed  exchange  rate  changes  and  resolving 
other  short-range  problems  essential  to  viable  interim  arrangements — in  the 
process  setting  the  stage  for  consideration  of  longer  range  refonn. 

By  March,  we  could  point  to  a  series  of  concrete  accomplishments  : 

A  major  and  unprecedented  exchange  rate  realignment  had  been  negotiated 
in  the  Smithsonian  agreement,  and  legislative  action  to  modify  the  dollar's  par 
value  had  been  completed. 

Trade  liberalization  steps  of  tangible  value  had  been  concluded  with  the  EC 
and  .Tai)an  on  certain  short-term  problems,  achieving  in  the  pi-ocess  greater 
recognition  that  the  problems  of  the  monetary  system  are  paralleled  by  prob- 
lems of  the  trading  order. 

Agreement  was  reached  on  wider  bands  of  fluctuation  for  market  exchange 
rates  about  the  officially  stated  exchange  rates — a  potentially  important  ingredi- 
ent in  any  more  pei'manent  system  as  well  as  a  means  of  facilitating  the  exchange 
rate  realignment. 

Understandings  were  reached  not  only  to  proceed  with  monetary  reform  dis- 
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cussions  but  to  undertake  broad  trade  negotiations  with  the  objective  of  support- 
ing the  goal  of  an  open,  liberally  oriented  world  economy. 

It  is  natural  that  some  time  was  needed  for  the  Smithsonian  agreement  and 
related  arrangements  to  be  digested  and  fully  understood  and  for  the  dollar 
exchange  markets  to  settle  down.  By  spring,  however,  such  understanding — and 
particularly  the  recognition  that  we  and  otlier  nations  wholeheartedly  accepted 
and  supported  that  agreement — had  been  achieved.  We  naturally  welcome  the 
fact  that  the  dollar  has  not  for  some  time  been  under  pressure  in  exchange  mar- 
kets, and  l)elieve  a  foundation  has  been  estaljlished  for  dealing  in  an  orderly  way 
with  the  difficult  problems  of  long-term  refonii  of  the  trade  and  payments  system. 

One  element  in  the  more  realistic  appraisal  of  the  outlook  is  that  it  is  now 
widely  recognized  that  exchange  rate  changes  have  perverse  initial  effects  and 
may  require  2  years  or  so  before  yielding  their  full  l>enefit  toward  balance  of  pay- 
ments adjustment.  Thus,  U.S.  trade  and  basic  payment  deficits  for  a  transitional 
period  are  understandable.  Indeed,  in  recent  months,  the  continuing  deficit  in  our 
underlying  accounts  has  been  covered  by  a  sul)stantial  reflux  of  short-term 
capital,  perhaps  in  part  an  unwinding  of  the  so-called  "leads  and  lags" 
in  payments  that  swung  heavily  adverse  in  1971. 

I  would  be  the  first  to  emphasize  these  development."!  do  not  by  any  means 
assure  longrun  stability.  We  continue  to  face  a  major  challenge  in  achieving 
and  maintaining  a  substantially  stronger  trade  position — which,  in  turn,  must 
be  the  foundation  for  lasting  equilibrium  in  our  international  payments  as  a 
whole.  The  Smithsonian  agreement  provides  a  basic  point  of  departure  so  far 
as  exchange  rates  are  concerned.  But  we  cannot  neglect  the  task  of  reinforcing 
the  competitive  capabilities  and  opportunities  of  our  industry  in  other  direc- 
tions— not  least  by  maintaining  better  wage  and  price  stability  at  home.  This 
effort  is  absolutely  fundamental  not  just  to  us  but  to  the  world  trading  community 
in  general.  The  stability  of  the  international  monetary  system  cannot  be 
achieved  without  a  stable  dollar. 

These  sensible  and  effective  first  steps  that  have  been  taken  are  in  no  way 
cast  in  doubt  by  the  erratic  fluctuation  in  the  private  market  for  gold — 
influenced  by  a  combination  of  .self-.serving  rumors  and  reduced  sales  by  South 
Africa,  the  main  producer.  These  fluctuations  in  price  have  had  no  significant 
effect  on  exchange  markets.  Indeed,  the  main  lesson  to  be  drawn,  in  my  judgment, 
is  the  fact  that  this  commoditj^ — characterized  by  almost  fixed  production  and 
increasing  industrial  use  and.  more  than  most,  subject  to  speculative  whims — 
cannot  provide  a  sensible  or  lasting  foundation  for  an  international  monetary 
system. 

With  the  shift  of  attention  from  the  immediate  issues  to  long-term  reform 
of  the  .system,  we  must  face  the  difficult  task  of  tran.sferring  agreement 
on  the  need  for  reform  in  the  abstract  to  hard  agreement  on  si^ecifics.  In 
approaching  this  ta.sk,  we  have  felt  it  essential  to  ask  fundamental  questions 
about  the  kind  of  world  we  have  and  want.  Monetary  issues  cannot  be  considered 
in  a  vacuum,  without  taking  full  account  of  the  interrelation.ships  with  trading 
rules  and  practices,  the  character  and  magnitude  of  capital  flows,  and  other 
questions  of  international  economic  policy. 

Considering  the  range  and  complexity  of  the  issues,  no  one  should  be  surprised 
that  monetary  reform  will  take  time,  even  among  the  most  reasonable  of 
men.  Monetary  reform  is  not  a  matter  of  finding  an  an.s-wer  in  the  sen.se  that 
one  discovers  a  imique  solution  to  a  puzzle  or  works  out  a  mathematical  problem. 
There  is  recognition  that  all  will  benefit  from  a  w^ell-functioning  system  but  that 
generality  cannot  disgui.se  the  fact  that  vital  national  interests  are  at  stake, 
that  perceptions  of  these  interests  differ,  and  that,  in  the  end,  they  must  be 
resolved  in  a  realistic  manner.  International  cooperation  involves  hard  decisions 
and  compromise. 

As  you  know,  we  have  at  this  stage  of  discussion  presented  no  monetary 
blueprint  for  resolving  and  reconciling  the  questions.  The  problems  of  technique 
and  mechanism,  such  as  the  composition,  volume,  and  u.se  of  re.serves :  the 
international  role  of  the  dollar;  the  nature  of  the  exchange  rate  regime  itself; 
methods  of  influencing  capital  flows,  and  the  like,  are  important  and  diflScult. 
They  will  not  be  adequately  resolved,  in  our  judgment,  without  an  adequate 
conception  of  objectives  and  the  nature  of  the  underlying  problems — and  I 
would  he  less  than  frank  if  I  did  not  confess  that  mucii  of  the  discussion  to 
which  I  have  been  exposed  seems  to  slide  past  these  fundamental  points. 

For  instance,  we  know  that  the  so-called  "adjustment  process" — the  process 
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by  which  surpluses  or  deficits  are  corrected — has  not  been  working  well.  Indeed, 
this  is  the  key  reason  the  system  broke  down.  We  suspect  one  of  the  main  factors 
behind  this  inadequate  adjustment  is  the  fact  that  most  advanced  countries,  for 
quite  natural  reasons,  like  to  run  surpluses.  Over  the  years  they  have  acted 
relatively  quickly  (and  often  are  forced  to  act)  to  correct  their  deficits.  There  is 
no  similar  compulsion  to  correct  surpluses.  Yet  one  country's  surplus  is  another's 
deficit — and  for  too  many  years  the  United  States  had  provided  the  residual 
deficit.  Yet  our  own  efforts  to  correct  that  deficit,  as  so  vividly  revealed  last 
autumn,  may  be  strongly  resisted  since  those  efforts  unavoidably  impinge  on 
others. 

A  persistent  residual  deficit  for  the  United  States  was  not  consistent,  in  the 
end,  with  the  kind  of  monetary  arrangements  we  had.  Many  proposals  for  a 
new  system  would  require  much  more  effective  and  rapid  elimination  of  im- 
balances. In  view  of  our  accumulated  deficits  and  the  erosion  in  our  reserves,  we 
would  need  to  look  forward  to  a  massive  strengthening  of  our  reserve  position, 
the  pro.spect  of  a  period  of  surpluses  in  our  payments,  and  to  longer  term  equi- 
librium. The  other  side  of  this  coin  is  that  others  could  not,  on  the  average  over 
the  years,  continue  their  accustomed  surpluses. 

This  seems  to  us  to  imply  the  need  for  strong  incentives  or  penalties  for  cor- 
rective action  by  surplus  countries  as  well  as  by  deficit  countries  if  this  balance 
is  to  be  achieved.  How  willing  are  countries  to  accept  such  strong  international 
"disciplines?"  If  there  is  no  such  willingness,  then  monetary  systems  that  depend 
for  their  functioning  on  (luick  and  effective  adjustment  simply  will  not  work. 
A  related  question  is  how  the  adjustment  should  be  made.  For  both  practical 
and  philosophical  reasons,  we  seek  a  balance  of  payments  equilibrium  that  can 
be  maintained  without  reliance  on  controls ;  indeed,  the  very  word  equilibrium 
implies  as  much.  We  believe  in  present  and  foreseeable  circumstances  sustainable 
balance  in  our  accounts  will  require  a  strong  trade  and  current  account  position. 
Yet  some  others  seem  to  be  saying  that  somehow  we  are  not  entitled  to  such  a 
surplus,  that  capital  outfiows  lie  at  the  heart  of  our  problem,  and  that  they  (and 
we)  should  force  equilibrium  by  the  indefinite  use  of  controls  on  investment;  or, 
perhaps,  by  commitments  to  raise  our  domestic  interest  rates  to  levels  equal  to 
or  above  those  prevailing  abroad.  Obviously,  this  issue  needs  airing. 

It  is  related  to  the  degree  of  independence  that  countries — not  just  the  United 
States  but  virtually  every  country — seek  to  maintain  for  domestic  policy.  None 
of  us  can  live  in  isolation  and  proceed  oblivious  of  the  efforts  of  our  actions  on 
others.  But  if  we  build  a  system  which  unrealistically  presumes  domestic  poli- 
cies can  practicably  be  tuned  to  each  twist  and  turn  in  external  circumstances, 
the  system  would  not,  in  my  judgment,  work  for  long. 

Some  countries  with  particularly  close  trading  and  political  link.s — such  as 
the  European  Community — may  well  perceive  a  greater  potential  for  coordina- 
tion of  internal  and  external  policies  among  them.  This  issue  is  plainly  posed  by 
the  drive  for  greater  monetary  unity  within  Europe. 

I  believe  we  are  only  beginning  to  understand  the  implication  of  economic 
and  monetary  union  in  Europe  for  the  world  economy.  From  a  world  standpoint 
there  seem  to  be  both  dangers  and  potential  advantages.  An  aggressively  ex- 
panding preferential  trading  area  with  highly  protectionist  policies  in  key  sectors 
directly  affects  our  trading  capabilities  and  has  broad  implications  for  the  world 
trading  order  and  the  adjustment  process.  On  the  other  hand,  success  in  achiev- 
ing monetary  unity  in  Europe  could  help  deal  with  one  source  of  monetary  in- 
stability in  the  past  and  iJermit  Europe  to  cooperate  more  effectively  in  building 
an  effective  world  monetary  system.  In  both  aspects,  trade  and  money,  the  Euro- 
pean Community  is  a  phenomenon  that  cries  out  for  more  thought  as  to  how  it 
can  be  fit  into  arrangements  consistent  with  the  broader  world  interests. 

This  listing  of  issues  is  hardly  exhaustive,  but  it  is  suggestive.  Without  discus- 
sion and  some  common  appreciation  of  these  basic  problems,  our  examination  of 
techniques  will  hardly  be  fruitful.  Again  and  again  we  find  these  are  the  issues 
that  lurk  behind  much  of  the  controversy  on  mechanics. 

Out  of  these  discussions  some  fundamental  points  of  convergence  are  already 
emerging. 

On  the  question  of  the  scoi^e  of  the  reform,  I  think  there  is  now  almost  general 
acceptance  of  the  need  for  a  wide  agenda — for  extending  the  dimensions  of  the 
examination  to  include  related  issues  of  trading  rules,  investment,  and  develop- 
ment. There  is  greater  recognition  that  the  review  must  be  deep — that  funda- 
mental reform  is  required  rather  than  a  patchup  of  Bretton  Woods,  that  new 
thinking  and  new  concepts  are  required  to  meet  today's  needs. 
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The  question  of  finding  the  most  appropriate  and  effective  forums  for  reform 
negotiations  has  been  the  subject  of  considerjible  discussion  in  recent  months.  I 
confess  these  decisions  have  not  l>een  reached  as  rapidly  as  I  expected  and 
wished — they  have  taken  time  precisely  because  they  are  not  an  idle  debate  over 
the  "shai)e  of  the  table,"  but  because  real  issues  are  involved.  There  is  genuine 
and  legitimate  concern  over  the  size  of  the  table,  for  effective  negotiation  re- 
quires that  the  number  of  voices  be  limited.  There  is  concern  over  who  sits 
around  the  table,  for  membership  must  be  balanced,  representative,  and  at  a 
senior  level  of  political  authority.  And  there  is  concern  over  what  gets  i>laced 
on  the  table,  in  that  the  negotiators  must  be  given  a  broad  comi>etence  to  con- 
.sider  all  relevant  asiH'cts  of  the  oiK'ration  of  the  trading  order  and  monetary 
structure  in  their  .search  for  solutions. 

I  can  report  that  progress  has  been  made.  Nations  are  in  substantial  agree- 
ment on  the  formation  of  a  limited  but  representative  group,  a  committee  of  20, 
under  the  general  auspices  of  the  International  Monetary  Fund.  We  have  insisted 
that  the  mandate  extend  beyond  narrow  monetary  questions  to  related  trade 
questions  and  other  related  issues,  and  that  the  committee  be  willing  and  able 
to  draw  on  the  resources  of  comi^etent  persons  and  groups  in  a  po.sition  to  assist 
even  though  they  may  lie  outside  tlie  regular  fabric  of  the  IMF. 

We  envisage  that  this  Group  of  Twenty  will  be  the  main  negotiating  forum, 
but  we  also  hojje  and  expect  such  other  Itodies  as  the  OE('I)  will  participate  in 
the  effort.  I  should  nf)te  as  a  point  of  some  imiiortance  that  we  do  not  believe 
either  the  Group  of  Twenty  or  the  OECD  should  attempt  to  negotiate  .specific 
trade  barriers.  That  kind  of  bargaining  over  specific  trade  measures — tariffs, 
(piotas,  and  the  like — lies  properly  in  the  framework  of  GATT  or  other  fonmis. 

Finally,  there  seems  to  be  widespread  agreement  that  whatever  the  particulars 
of  the  exchange  rate  regime,  in  concept  it  nnist  provide  for  greater  flexibility  than 
in  the  past — greater  and  smoother  adaptability  to  changing  economic  circum- 
stances. The  i.ssue,  as  I  see  it,  is  not  stability  versus  instability  for  the  monetary 
system  but  rather  how  more  flexibility  in  exchange  rate  practices  in  the  shorter 
run  might  contribute  to  the  larger  stability  of  the  system  as  a  whole. 

Obviously,  tran.slating  even  the.se  broad  princijtles  into  a  specific  operational 
system  will  take  time,  and,  as  I  have  suggested,  there  are  other  points  on  which 
profound  differences  i-emain  to  be  resolvetl.  We  have  a  lengthy  agenda. 

If  that  agenda  is  to  be  attacked  successfully,  the  United  States  must  uufjues- 
tionably  play  a  leading  role  in  this  effort.  We  accept  that  challenge  willingly. 
Rut  in  doing  .so  there  inust  be  a  realixation  that  the  luiture  of  our  leadership 
must  change  as  economic  circumstances  have  changed.  Leadershij)  can  no  longer 
lie  ecpuited  with  magnanimously  accepting  disproportionate  Iturdens,  acquiescing 
in  discriminatory  arrangements,  or  granting  one-sided  privileges,  in  the  thought 
our  strength  is  imjiregnable  and  others  are  weak.  Leadership  no  longer  can  mean, 
if  it  ever  did,  that  the  world  is  waiting  for  us  to  impose  a  "iNIade  in  the  I^.S." 
label  on  the  monetary  order.  Leadership  does  mean  using  the  full  measure  of  our 
influence  and  our  strength  to  insist  that  the  monetary  and  trading  system — its 
burdens,  its  re.sponsibilities,  and  its  opportunities — fairly  reflects  today's  balance 
of  (H*onomic  and  political  capacities. 

We  take  pride  in  the  record  of  our  leadership  since  last  August  15.  We  recog- 
nized the  need  for  fundamental  change.  We  took  the  painful  measures  needed  to 
restore  the  domestic  and  international  strength  of  the  U.S.  economy  which  must 
iniderlie  any  reformed  monetary  system.  We  reached  agreement  on  moves  which 
will  yield  major  support  to  our  lialance  of  i)ayments  in  the  course  of  19712  and 
1J)78  after  the  present  period  of  initial  perverse  effects  ends.  We  encouraged 
recognition  of  the  need  for  reform  and  the  breadth  of  reform.  We  pressed  for 
the  formation  of  institutional  arrangements  in  the  Group  of  Twenty  and  the 
OKCI)  to  facilitate  the  negotiation.  And  we  helped  to  develop  the  consen.sus,  to 
the  extent  it  has  emerged,  on  the  nature  and  direction  of  the  reform. 

We  want  to  move  ahead  with  monetary  reform  as  rapidly  as  we  can  and — this 
is  critical — as  rajndly  as  other  nations  will  move.  We  also  want  <^o  build  a  mone- 
tary structure  which  will  last  for  a  generation.  It  would  be  foolish  to  idle  away 
our  chances  for  a  new  and  better  system.  Hut  it  would  be  criminal  to  accept  an 
unsatisfactory  agreement  for  the  sjike  of  a  pronqtt  agreement. 

Our  efforts  will  be  aimed  at  building  a  sound  and  enduring  system.  The  stakes 
are  large,  and  recognized  as  such.  We  ai«proach  the  task  in  the  conviction  that 
failure  is  not  tolerabU»;  tliat,  with  i»ersistence  and  resolve,  succe.ss  will  be 
achieved.  > 
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Exhibit  70. — Statement  by  Acting  Assistant  Secretary  Hennessey  as  Temporary 
Alternate  Governor  for  the  United  States,  May  9,  1972,  before  the  13th 
annual  meeting  of  the  Inter-American  Development  Bank,  Quito,  Ecuador 

Mr.  Chairman,  President  Ortiz  Mena,  fellow  Governors  and  distinguished 
guests : 

I  should  like  to  express  the  appreciation  of  the  U.S.  delegation  to  the  Govern- 
ment of  Ecuador  for  the  opportunity  of  participating  in  the  13th  annual  meeting 
of  the  Inter-American  Development  Bank  in  this  beautiful  city  of  the  Andes.  My 
delegation  wishes  to  thank  you  for  your  warm  hospitality,  and  we  congratulate 
you  on  the  excellent  arrangements  you  have  made  for  our  meeting. 

Governor  Connally's  greetings  have  already  been  directed  to  you.  Let  me  briefly 
reiterate  his  sincere  regret  at  being  unable  to  attend  this  important  meeting. 

We  would  like  to  join  our  fellow  members  in  welcoming  Canada  to  member- 
ship in  the  Bank.  This  addition  not  only  stx-engthens  the  Bank,  but  it  brings  our 
hemisphere  closer  together. 

We  join  also  in  congratulating  Lie.  Antonio  Ortiz  Mena  on  the  completion  of 
his  first  year  as  Px'esident.  With  energy,  vision,  and  dedication  he  has  demon- 
strated his  capacity  for  innovative  leadership. 

When  last  we  met  1  year  ago,  we  spoke  of  evolution  in  the  world's  economic 
and  political  relations.  Today  thei'e  is  a  more  general  realization  that  the  world 
has  changed.  Our  discussions  last  year  and  before  have  been  given  point  and 
urgency  by  the  visible  actions  and  swift  changes  that  have  occurred  in  the  jmst 
year.  By  these  changes  we  have,  1  believe,  begun  to  face  up  more  forthrightly 
to  the  economic  realities  of  our  times. 

Fundamental  and  long  lasting  changes  have  occurred  in  the  international 
economy.  On  August  15,  the  international  monetary  system  as  we  have  known  it 
for  25  years  came  to  an  end.  August  15  marked  the  termination  of  the  postwar 
era — an  era  characterized  by  the  economic  dominance  of  one  nation,  the  United 
States. 

By  1971,  the  positions  of  the  major  industrial  nations  of  the  world  had 
changed  enormously.  Just  how  much  these  had  changed  was  appreciated  by  few — 
even  in  my  country.  In  areas  where  the  United  States  was  long  the  leading  nation, 
for  example,  steel  and  automotive  production,  in  world  trade  and  in  holdings  of 
international  reserves,  other  nations  or  grouping  of  nations,  such  as  the  European 
Community,  have  now  taken  the  lead. 

Yet  many  governments — this  included  in  some  degree  my  own  Government — 
continued  to  operate  under  earlier  postwar  assumptions.  These  assumptions  are 
no  longer  valid.  We  must  begin  to  face  the  new  realities  in  our  economic  rela- 
tionships. What  are  these  new  realities? 

Tlie  first  reality  is  that  economic  concerns  will  henceforth  stand  much  nearer 
the  center  of  the  foreign  relations  of  the  United  States  as  they  long  have  for 
most  nations.  These  concerns  have  achieved  a  status  of  parallel  importance  with 
political  and  .security  concerns  which  have  been  dominant  in  the  past.  Indeed, 
there  is  a  new  realization  that  economic  strength  must  underlie  our  other 
interests. 

The  second  reality  is  that  the  international  trading  and  monetary  systems 
inherited  from  the  early  postwar  ijeriod  need  fundamental  restructuring.  Eco- 
ntmiic  statesmen  once  more  will  be  called  upon  to  shape  the  form  of  trade  and 
payments  arrangements  for  the  next  generations. 

A  third  reality  is  the  existence  everywhere  of  strong  forces  of  protectionism, 
isolationism,  and  nationalism.  In  the  negotiations  that  will  be  necessary  for 
international  reform,  the  United  States  is  c(mimitted  to  outward-looking,  open 
systems  in  trade  and  monetary  matters.  But  to  achieve  this  objective  those  sys- 
tems must  be  demonstrably  equitable — systems  in  which  our  national  interests 
are  secured  as  are  those  of  other  nations.  Here  there  is  clear  identity  of  interests 
of  T'.S.  objectives  with  those  of  Latin  America. 

A  fourth  and  closely  related  reality  is  that  the  ability  of  the  T'nited  States  to 
continue  to  bear  its  foreign  economic  and  defense  responsibility  depends  on  our 
ability  to  achieve  strength  in  our  economic  position,  both  domestic  and  inter- 
national. Our  connnitment  to  economic  development  today  is  no  less  strong  than 
in  the  period  when  the  United  States  was  the  architect  and  chief  contributor  of 
economic  assistance,  providing  over  $150  billion  in  loans  and  grants  since  World 
War  II.  But  the  nature  and  extent  of  that  commitment  in  the  future  will 
necessarily  be  determined  by  our  financial  position. 
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In  a  time  of  rapid  chanst' — <>f  necessary  adjnstment  and  of  more  equality  in 
tlie  basic  economic  strengtli  of  industrialized  nations — I  believe  you  will  recog- 
nize that  the  I'nited  States  must  speak  frankly,  as  other  nations  have  spoken 
and  as  we  are  speaking  out  here  today.  We  recognize,  however,  at  the  .same 
time,  that  .solutions  must  be  achieved  through  a  joint  effort.  We  have  no  illu.slon 
that  we  alone  can  shape  or  direct  the  international  economic  system  for  develop- 
ment, trade  or  monetaiy  afTair.s. 

And  in  respect  to  this  latter  item,  I  would  like  to  eliminate  any  doubt  regard- 
ing the  I'.S.  position  :  Tlie  United  States  strongly  supports  the  developing  coun- 
tries' claim  for  representation  in  monetary  and  trade  reform  negotiations. 
Further,  we  believe  Latin  America  has  an  important  role  to  play  in  helping  shape 
a  world  order  that  permits  capital  flows  and  trade  to  flourish  with  the  least 
impediment — c<mditi(ms  which  are  necessary  for  your  continued  development. 

As  we  look  at  Latin  America  and  the  developing  countries  as  a  whole,  we  see 
new  economic  realities  there  too.  Latin  America  has  made  great  .strides  forward, 
although  c(mcern  remains  that  the  pace  is  not  fast  enough  and  that  the  benefits 
(»f  growth  are  not  fairly  enough  distributed.  We  share  this  concern  but  we  are 
optimistic.  The  hard  work  of  the  countries  themselves  together  with  the  Bank 
and  similar  institutions  is  bearing  fruit  and  promises  much  more. 

One  of  the  mcKst  striking  realities  in  Latin  America  is  that  the  earlier  myth 
that  countries  could  not  permanently  break  free  of  their  low  levels  of  income — 
that  they  were  not  masters  of  their  own  economic  destiny — has  or  should  have 
been  decisively  exploded  by  the  facts.  The  rhetoric  does  not,  however,  always 
keep  up  with  these  facts,  which  are  that  a  number  of  countries  both  large  and 
small — comprising  a  majority  of  Latin  American.s — have  experienced  vigorous 
and  sustained  growth  for  the  better  part  of  a  decade — and  all  indications  are 
for  a  continuation  of  this  remarkable  record.  A  real  challenge  for  the  hemisphere 
then  is  to  work  harder  with  those  members  who  have  not  yet  attained  sustained 
growth,  to  provide  more  technical  and  tinancial  a.ssistam-e,  to  iini)i-ove  general 
economic  policies  in  order  to  as.sure  balanced  growth  in  the  hemisi)here. 

In  reviewing  the  success  stories  in  the  hemisphere,  we  find — reasonably 
enough — that  the  countries  themselves  have  been  responsible  for  this  progress 
and  that  a  major  contributing  factor  has  been  the  effectiveness  f)f  their  general 
economic  policies.  We  have  seen  that  domestic  savings  can  be  mobilized  and 
channeled  into  productive  investments,  even  in  the  face  of  price  increases ;  that 
with  realistic  and  flexible  exchange  rate  policies  balanced  growth  can  be  attained 
even  with  inflationary  pressures;  that  export  earning  can  be  increa.sed  through 
sales  to  both  industrialized  and  developing  countries ;  and  that  it  is  possible  to 
reduce  inflation  and  to  do  so  in  a  way  that  supports  rather  than  takes  away 
from  other  economic  and  social  objectives. 

This  makes  us  optimistic  about  the  future  and  leads  us  to  the  conclusion  that 
more  attention  than  ever  must  be  given  to  general  economic  policy  areas  by 
each  country  and  by  the  Rank.  In  this  process  each  nation  will,  of  course,  have 
to  build  upon  its  own  traditions,  its  own  capabilities,  and  its  own  leadership. 

In  this  context,  external  assistance  can  only  play  a  conii)lementary  role.  But  it 
is  a  very  key  role.  And  the  ITnited  States  is  willing  to  continue  to  do  its  ixirt 
in  this  regard,  but  expects  ecpial  efforts  of  self-help  by  borrowing  countries  and 
fair  burden  sharing  among  contril)uting  nations.  I  would  like  to  call  to  the  at- 
tention of  those  who  question  whether  the  United  States  is  doing  its  part  to  the 
fact  that  the  United  States  still  provides  over  40  percent  of  the  economic  assist- 
ance given  by  the  industrialized  nations  of  the  world  in  spite  of  the  great  shifts  in 
relative  economic  .strength. 

Another  Latin  American  reality  is  that  widely  different  viewi>oints  exist  on 
the  utility  and  role  of  private  investnu>nt — domestic  and  foreign.  Many  countries 
have  succes.sfully  integrated  foreign  inve.stment  into  their  national  economic 
development  plans  with  great  economic  benefit  and  without  compronii.sing  either 
national  dignity  or  sovereignty.  Obviously,  all  may  not  be  preparnl  to  take  this 
approach. 

It  is  our  strong  conviction  that  jirivate  investment  is  essential  to  the  rapid 
development  of  the  hemisphere.  It  is  also  our  strong  conviction  that  we  must 
squai^ely  face  the  issue  of  expropriation  of  private  enterprise  bwau.se  it  is  so 
importiint  and  sensitive  a  matter.  l'rt\sidetnt  Nixon  and  our  Congress  have  stated 
the  U.S.  position  clearly.  While  each  nation  has  the  undeniable  right  to  ex- 
propriate property  for  a  public  purpo.se.  in  every  ca.se  there  should  l)e  pi-ompt, 
adequate,  and  effe<»tive  compensation  in  accordance  with  international  law.  In 
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this  connection,  recent  legislation  in  our  country  requires  tliat  ttie  U.S.  rep- 
resentative withhold  supiwrt  from  loans  presented  to  the  Board  of  multilateral 
development  banks  unless  and  until  it  is  determined  that  the  country  is  taking 
reasonable  steps  to  provide  adequate  compensation.  This  position  is  not  a  political 
action — as  some  vi^ould  have  us  believe — but  rather  is  based  on  considerations 
of  international  law — and  soiuid  principles  of  economics  and  finance.  Failure  to 
compensate  adequately  can  only  affect  the  flow  of  needed  capital  and  affect  the 
credit-worthiness  of  a  country. 

In  passing,  I  would  like  to  comment  on  one  other  issue,  the  international  illicit 
drug  traffic  that  affects  our  people  and  especially  our  youth.  This  is  an  issue  of 
deep  concern  to  the  United  States  and  to  all  nations,  as  evidenced  in  various 
United  Nations  resolutions.  The  United  States  has  taken  steps  to  combat  the 
drug  problem  vigorously  and  on  a  broad  front,  both  domestically  and  inter- 
nationally, counting  on  the  cooperation  of  many  nations.  As  one  element  in  our 
concern,  new  legislation  now  requires  U.S.  representi^itives  not  to  support  loans 
in  international  institutions  to  countries  which  are  not  cooperating  in  resolving 
this  problem.  In  practice,  we  expect  that  no  one  will  be  neutral  on  this  issue 
of  great  importance. 

In  this  period  of  change,  of  greater  equality  in  economic  strength,  the  multi- 
lateral development  banks  have  an  important  role  to  play.  The  United  States 
and  other  nations  as  well  are  relying  increasingly  upon  these  institutions  as  chan- 
nel.s  for  development  assistance.  This  means  the  Inter-American  Development 
Bank  will  have  to  continue  to  assume  greater  and  greater  leadership  in  the 
hemisphere.  I  would  like  to  repeat  our  pledge  of  full  support  for  the  Bank  as 
it  does  so.  Its  management  is  to  be  congratulated  for  an  outstanding  performance 
last  year.  We  confidently  expect  the  Bank  to  maintain  the  high  levels  of  per- 
formance and  lending  it  has  achieved. 

I  should  like  to  point  out,  contrary  to  the  understanding  of  some  here,  that  our 
Congress  has  already  provided  full  authority  for  the  United  States  to  carry  out 
the  requirements  of  the  charter  to  maintain  the  value  of  the  Bank's  present  hold- 
ings of  dollars — ^ain  obligation  which  arose  only  ye.sterday  when  the  IMF  ofl5- 
cially  notified  a  change  in  the  par  value  of  the  dollar.  This  maintenance  of  value 
will  result  in  the  provision  of  over  .$27")  million  of  new  resources  to  the  Bank. 

In  regard  to  the  area  of  internal  Bank  operating  efficiency,  my  Government 
IS  very  pleased  to  see  that  the  Bank  undertook  a  major  study  with  the  purpose 
of  modernizing  its  organization  to  meet  future  demands.  That  study  points  the 
way  to  a  stronger  and  more  efficient  organization  ;  one  which  will  have  advanced 
capabilities  for  independent  project  appraisal,  encourage  and  develop  better 
investment  opportunities,  and  iirovide  clo.ser  supervision  to  ensure  successful 
project  implementation.  We  look  forward  to  early  action  on  this  reorganization 
which  is  essential.  As  another  aspect  of  the  effort  to  improve  operating  effective- 
ness, several  new  .studies  were  completed  by  the  audit  and  evaluation  areas.  We 
look  forward  to  an  increasing  number  of  these  useful  analyses  in  each  year. 

We  would  also  like  to  commend  the  Bank  for  recognizing  the  need  for  a  strong 
and  sustained  drive  to  help  the  relatively  less  developed  countries  of  our  hemi- 
sphere. As  I  have  already  mentioned,  this  must  be  vigorously  pursued.  It  is,  of 
course,  a  part  of  the  overall  question  of  the  geographic  distribution  of  the  Fund 
for  Special  Operations  which  we  are  examining  here  during  this  13th  annual 
meeting.  The  economies  of  some  members  are  rapidly  reaching  the  point  at 
which  they  can  make  the  transition  from  reliance  on  the  Fund  by  drawing  more 
on  the  Bank's  Ordinary  Capital  resources — as  foreseen  in  the  Punta  del  Bste 
re.solution  on  replenishment  in  1970.  It  should  be  expected  that  they  would,  in 
time,  actually  be  able  to  join  the  community  of  development  lenders. 

And  already  some  of  our  moi"e  advanced  countries  in  the  hemisphere  are  pro- 
viding a.ssistance  to  the  lesser  developed  countries.  As  the  economies  of  these 
more  developed  nations  continue  to  expand  and  prosjier,  the  evolution  of  intra- 
American  development  as.'?istance  .should  not  only  be  encouraged,  it  should  be 
expected. 

A  third  direction  we  wi.sh  to  encourage  the  Bank  to  pursue  is  to  work  in  a 
coordinated  fashion,  as  it  has  with  the  CIAP,  the  World  Bank,  and  the  IMF, 
towai\l  helping  countries  to  improve  their  general  economic  policies.  We  believe 
the  evidence  is  clear  that  sound  fiscal,  monetary,  and  exchange  rate  policies, 
coupled  with  adequate  external  capital  flow.s — both  public  and  private — can 
achieve  social   and  economic  progress  in  all  the  nations  of  this  hemisphere. 

More — much  more — needs  to  be  done  to  achieve  Latin  American  goals  of  social 


456    19  72  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

and  economic  development.  More  jobs,  better  living  conditions,  and  fairer  in- 
come distribution  are  needed.  To  de.scribe  these  needs  is  to  define  the  challenges 
confronting  the  Inter-American  Development  Bank  in  the  years  ahead. 

The  realities  about  which  I  have  sjKjken  today  demand  new  resiwnses  and 
innovative  policies.  They  call  for  the  be>;t  that  is  in  us,  but  the  end  is  worth  it — 
a  world  of  economic  progre.>-s  and  i)eacef  ul  development.  Thank  you. 


Exhibit  71. — Statement  by  Deputy  Under  Secretary  for  Monetary  Affairs 
Bennett,  January  24,  1972,  before  the  Subcommittee  on  International  Com- 
merce and  Tourism  of  the  Senate  Commerce  Committee  on  the  proposed 
Export  Expansion  Act  of  1971 

Mr.  Chairman,  I  am  grateful  for  your  invitation  to  represent  the  Treasury 
in  your  discussions  this  morning.  In  view  of  the  basic  objectives  of  your  inquiry, 
I  am  happy  to  be  able  to  report  that  all  parts  of  the  Treasury  have  been 
working  strenuously  to  assist  in  creating  conditions  which  will  permit  profitable 
participation  by  Americans  in  international  trade.  We  are  convinced  that  our 
activities  implementing  the  programs  announced  by  the  President  last  August 
15  will  have  substantial  beneficial  effects  because  they  deal  with  underlying 
forces  and  seek  to  remedy  basic  structural  defects  which  have  hampered 
American  producers  in  international  competition. 

The  large  size  of  the  international  payments  deficits  which  the  United  States 
was  incurring  was  clear  evidence  that  conditions  facing  the  American  protlucer 
in  international  competition  were  in  their  combined  effect  powerfully  unbalanced 
against  the  United  States  prior  to  August  15.  The  significant  change  in  the 
structure  of  international  exchange  rates  which  have  been  negotiated  since 
that  time  is  one  important  contribution  to  rectifying  an  unacceptable  basic 
situation.  The  exchange  rate  changes  will  improve  the  price  competitiveness 
of  American  resources  and  American  labor  both  at  home  and  abroad.  The 
new  exchange  rates  will  be  reflected  in  lower  foreign  currency  prices  for 
U.S.  goods  to  purchasers  abroad  and  in  higher  dollar  prices  for  imported  goods 
in  our  own  markets. 

While  existing  techniques  of  estimating  future  levels  of  international  trade 
after  a  large  change  in  exchange  rates  are  not  accurate  enough  to  provide 
reliable  detailed  forecasts  of  the  magnitude  and  timing  of  prospective  benefits 
to  U.S.  trade,  pa.st  experience  does  suggest  that  the  effect  of  the  recent  realign- 
ment will  be  .substantial  even  though  gradual. 

Initially,  the  effects  of  the  realignment  may  actually  be  perverse  on  our 
reix>rted  trade  statistics  as  imports  having  a  higher  dollar  cost  continue  to 
enter  the  country  on  the  basis  of  business  commitments  and  plans  made  before 
the  realignment.  But  the  importance  of  this  factor  will  diminish,  and  the 
U.S.  trade  balance  should  be  reflecting  substantial  changes  by  the  last  quarter 
of  this  year  as  the  changes  in  relative  prices  and  costs  are  increasingly  reflected 
in  new  market  decisions.  We  anticipate  a  reversal  of  the  recently  deteriorating 
trend  in  the  U.S.  international  trade  balance  despite  the  projected  upswing  in 
the  U.S.  economy  and  despite  the  less  than  traditional  rates  of  economic 
growth  expected  in  a  number  of  important  foreign  countries  during  the  year. 
We  are  starting,  however,  from  the  deficit  position  which  we  had  in  1971. 
and  the  effects  of  exchange  rate  changes  will  be  fully  felt  only  over  a  i>eriod 
of  several  years. 

As  I  am  sure  you  are  all  aware,  agreement  has  been  reached  not  only  on  the 
immediate  realignment  of  currencies  but  also  on  the  need  for  furtlier  negotia- 
tions for  reform  of  the  international  monetary  system  over  the  longer  term.  The 
issues  for  these  negotiations  are  complex,  and  it  should  not  be  expected  that 
major  changes  in  the  system  can  be  worked  out  in  a  short  time.  But  the  Unite<l 
States  will  be  participating  in  these  di.scussicms  with  the  objective  of  creating 
conditions  less  conducive  to  harriers  to  IT.S.  exports  and  less  conducive  to  other 
measures  which  serve  to  reduce  the  benefits  which  Americans  can  derive  from 
international  trade  and  investment.  One  beneficial  change  has  already  been 
introduced  on  a  provisional  basis :  The  use  of  somewhat  wider  exchange  rate 
margins  by  most  major  trading  countries.  Experience  with  wider  margins  will 
provide  a  useful  basis  for  consideration  of  the  types  of  additional  flexibility 
which  may  be  needetl  to  facilitate  international  commercial  payments. 
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The  proposal  which  we  hope  to  be  able  to  send  to  the  Congress  early  in  Feb- 
rviary  for  a  change  in  the  par  value  of  the  U.S.  dollar  in  terms  of  gold,  is  not 
expected  to  have  any  direct  effect  on  the  exchange  rates  prevailing  in  the  mar- 
kets of  the  world.  This  act,  therefore,  will  not  directly  contribute  any  further 
improvement  to  the  competitive  position  of  U.S.  producers.  The  proposed  change 
is,  however,  highly  relevant  to  our  trade  position  in  that  it  would  represent  ful- 
fillment of  a  promise  given  by  us  in  the  successful  negotiations  which  led  to 
the  new  exchange  rates  which  are  now  effective  in  the  market.  Moreover,  sub- 
mission of  the  bill,  when  it  is  possible,  will  signify  that  meaningful  progress 
can  be  reported  to  the  Congress  on  negotiations  which  are  now  imderway  with 
Japan,  Canada,  and  the  European  Economic  Community  to  remove  some  exist- 
ing barriers  to  U.S.  exports.  It  is  our  expectation  that  these  current  negotiations 
will  be  merely  the  forerunner  of  broader  negotiations  which  we  hope  will  lead  to 
substantial  further  improvement  over  the  next  2  years  in  the  conditions  which 
American  producers  face  in  competing  with  foreign  producers. 

The  President's  new  economic  policy  also  contains  a  tax  change  which  will 
assist  U.S.  exporters  by  removing  the  previous  disparity  of  tax  treatment  be- 
tween the  sales  income  earned  by  U.S. -owned  corporate  subsidiaries  abroad  and 
the  sales  income  earned  by  domestic  U.S.  coriiorations  on  the  export  of  products 
manufactured  in  the  United  States.  I  refer  to  the  provisions  in  the  Revenue  Act 
of  1971  for  a  new  type  of  U.S.  corporation,  the  Domestic  International  Sales 
Corporation,  commonly  referred  to  as  the  DISC.  The  DISC  provisions  are  ex- 
pected to  simplify  the  task  of  determining  tax  liability  on  income  earned  through 
exporting  and  to  put  the  U.S.  exporter  in  the  position  of  greater  equality  with 
his  competitors  abroad  with  respect  to  taxation.  The  DISC  provisions,  therefore, 
remove  tax  disincentives  which  have  faced  U.S.  companies  in  producing  in  the 
United  States  for  export,  to  foreign  markets.  This  week  we  expect  to  be  circulat- 
ing throughout  the  country  an  extensive  publication  to  explain  to  businessmen 
how  they  can  avail  themselves  of  the  new  DISC  provisions. 

All  these  measures  I  have  discussed  have  related  directly  to  U.S.  foreign  trade. 
Their  combined  effect  in  improving  our  overall  trade  position  will  be  greatly 
enhanced,  of  course,  by  the  basic  domestic  elements  of  the  President's  new  eco- 
nomic progi-am.  The  abatement  of  inflation  in  the  United  States  and  the  improve- 
ment of  productivity  which  have  already  begun  will  combine  with  the  direct  in- 
ternational measures  to  produce  a  strong  improvement  in  the  relative  competitive 
position  of  U.S.  goods  and  services  in  world  trade.  Some  time  will  be  required 
before  events  reveal  precisely  what  are  the  combined  effects  of  these  fundamental 
measures,  but  it  is  our  judgment  that  no  major  new  initiatives  are  required 
today  with  respect  to  governmental  measures  bearing  on  the  U.S.  trade  balance. 
Of  course,  we  should  be  ready  at  any  time  to  weigh  carefully  the  potential  bene- 
fits of  any  suggested  changes  which  may  be  justified  in  their  own  right,  even 
though  they  do  not  respond  to  crisis  conditions.  In  this  light.  S.  2754  which  you 
have  before  you  lists  a  number  of  possibilities  worthy  of  further  study. 

Of  those  possibilities  two  are  of  most  direct  relevance  to  Treasury  Depart- 
ment operations.  One  of  these  is  the  title  VIII  provision  for  establishing  a  dis- 
count facility  for  short-term  export  credit  obligations  in  the  Export-Import  Bank. 
On  this  subject  our  judgment  supiwrts  that  of  Chairman  Kearns,  that  the  Bank 
already  has  ample  legislative  authority  for  this  purpose  under  existing  legislation 
and  that  what  is  needed  now  is  an  opportunity  to  gain  experience  with  the  re- 
cent expansion  of  the  Bank's  discount  facilities.  The  Export  Expansion  Finance 
Act  of  1971  requires  the  Bank  to  submit  to  the  Congress  a  semiannual  report  on 
its  own  state  of  competitiveness  with  foreign  government-supported  export  fi- 
nancing institutions.  The  first  of  these  reports  is  under  preparation  now.  I  under- 
stand that  indications  are  that  the  report  will  show  P^ximbank's  facilities,  in- 
cluding those  in  the  short-term  range,  to  be  fully  competitive  with  corresponding 
facilities  available  to  the  exporters  of  other  major  trading  countries.  If  experi- 
ence or  that  report  reveals  the  need  for  further  legislative  change,  I  am  sure  an 
administration  recommendation  for  such  change  will  be  submitted  promptly. 

A  second  part  of  the  bill  having  particular  reference  to  the  Treasury  is  title  X, 
which  would  authorize  the  Secretary  of  the  Treasury  to  approve  the  duty-free 
delivery  of  machinery,  raw  materials  and  fuel  into  foreign  trade  zones  for  use 
in  the  manufacture  of  goods  in  the  zone  for  export  to  destinations  other  than  the 
customs  territory  of  the  United  States,  subject  to  certain  determinations  by  the 
Foreign  Trade  Zones  Board.  From  the  experience  of  our  Customs  Bureau  and 
from  Treasury  participation  in  the  Foreign  Trade  Zones  Board,  we  realize  that 
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the  use  of  the  foreign  trade  zone  device  under  existins  legishition  has  been 
limited  and  that  only  a  fraction  of  the  products  of  these  zones  has  ultimately 
been  exported.  And  we  can  conceive  of  tircumstances,  particularly  when  a 
bulky  U.S.  raw  material  is  involved,  when  an  export  manufactured  from  that 
material  might  be  salable  with  use  of  duty-free  and  (luota-free  foreign  fuel 
and  machinery  and  misht  not  be  possible  with  domestic  machinery  and  fuel.  But. 
on  the  other  hand,  it  would  i)rol»ably  be  extremely  difficult  for  the  Trade  Zones 
Board  in  any  particular  ca.se  to  determine  that  approval  of  a  Ions-term  manu- 
facturins  project  in  a  foreign  trade  zone  would  not.  over  its  life,  hack  out  of  the 
export  of  other  U.S.  jiroducts  which  had  embodied  the  labors  of  U.S.  producers 
of  machinery  and  fuel.  In  view  of  the  complexity  of  this  situation,  we  recommend 
that  time  be  given  for  further  careful  study  of  this  matter  liefure  new  legisla- 
ti(m  is  luidertaken. 


Exhibit  72. — Remarks  by  Deputy  Under  Secretary  for  Monetary  Affairs  Bennett, 
February  9,  1972,  to  the  Conference  on  International  Money  and  Capital, 
London,  England,  on  "A  View  from  the  U.S.  Treasury" 

The  last  time  I  made  a  public  .speech  in  London  I  predicted  that  the  U.S.  dollar 
would  not  be  devalued  *  *  *  for  10  years.  Fortunately,  that  was  in  lOCO.  Em- 
boldened by  that  success,  I  should  like  to  present  this  morning  another  predic- 
tion :  That  the  central  curi'ency  values  agreed  on  December  IS  will  last  far 
beyond  the  alternative  dates  being  considered  by  1)!).!)9  percent  of  those  who  are 
these  days  considering  possible  current  foreign  exchange  transactions. 

I  make  this  prediction,  not  because  of  any  conviction  that  the  new  exchange 
rates  are  necessarily  "museum  pieces"  which  will  last  moi-e  than  10  years  but 
rather  from  a  realization  that  those  rates  were  the  result  of  a  hard-fought 
compromise.  While  the  T'nited  States  urged  the  desirability  of  greater  revalua- 
tions, the  Europeans  and  .Japanese  felt  strongly  that  more  revaluation  was  not 
needed  and  that  they  were  fully  prepared  to  defend  the  new  rates  by  interven- 
tion in  the  foi'eign  exchange  markets. 

That  these  governments  are  still  now  strongly  of  this  same  view  was  brought 
home  to  me  in  Paris  last  week  in  the  meetings  of  the  Working  I'arty  3  and 
Economic  Policy  Committee  of  the  OECD.  I  realize,  of  course,  that  some  of  the 
slight  instability  in  the  exchange  markets  last  week  was  ascribed  to  reports 
emanating  from  those  meetings.  The  suggestion  has  even  been  made  that  the 
greatest  contribution  we  could  make  to  the  stability  of  the  exchange  markets 
would  be  not  to  hold  any  more  OECD  meetings.  But.  in  fact,  the  reports  from 
Paris  of  prol>able  short-range  perverse  effects  of  the  December  agreement  on 
the  U.S.  trade  balance  and  of  the  possibility  of  a  current  account  deticit  for  the 
United  States  in  the  caleiular  year  1972  are  all  "old  stuff."  These  were  the 
explicit  bases  for  the  various  discussions  in  the  OECD  and  the  C-10  last  fall 
and  were  taken  into  account  in  the  negotiations  of  the  new  exchange  rates, 
and  I  gather  that  the  expectations  of  ",T-curves"  after  a  devaluation  are  com- 
monplace in  the  London  newspapers. 

In  the  negotiations  last  fall,  we  in  the  I^.S.  Government  argued  for  larger 
revaluations,  but  we  all  recognize  that  no  one  can  be  certain  of  his  predictions 
in  this  area  when  they  are  necessarily  based  on  unprovable  assumptions  about 
pro.spective  import  and  export  elasticities.  Only  time,  considerable  time,  can 
tell  who  was  right  and  whether  December  IS,  1971,  rates  will  be  appropriate 
in  all  cases  for  1974. 

Nonetheless,  in  the  Paris  meetings  and  el.sewhere.  some  have  been  urging 
the  United  States  to  impose  stringent  new  foreign  exchange  controls  on  all  forms 
of  capital  movements.  I  can  assure  you  these  are  not  being  contemplated.  At 
the  Smithsonian  the  United  States  undertook  no  obligation  to  institute  such 
measures.  We  consider  them  neither  necessary  nor  desirable.  We  have  made 
clear  at  all  times  that  we  do  not  consider  a  balance  maintained  by  controls 
to  be  an  appropriate  and  productive  balance  and  that  our  ultimate  objective 
is  to  be  rid  of  those  controls  w(>  still  have.  On  the  other  hand,  while  the  United 
States  does  not  consider  itself  tied  to  the  mast  of  these  new  exchange  rates, 
neither  have  we  wished  to  rock  the  boat,  and  we  have  made  literally  no  change  in 
our  existing  controls  since  Decendier  IS.  We  are  now.  however,  weil  into  the  new 
year  and  we  cannot  appropriately  long  delay  announcement  of  the  details  of 
our  control  i)rogram  for  the  calendar  year  1971'.  We  certainly  hope  to  be  able 
to   move   in   the   right   direction.    Yet   those   of   you    gainfully    employed    in   the 
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Eurodollar  business  probably  have  little  reason  to  fear  that  in  the  near  future 
the  world  will  be  either  a  place  of  such  stringent  controls  or,  on  the  other 
hand,  a  place  of  such  total  freedom  from  controls  that  there  will  not  continue 
to  be  many  who  prefer  and  are  able  to  do  their  investing  and  their  borrowing 
through  London's  efficient  Eurodollar  facilities. 

Since  Decemljer  18  there  have  been  three  major  developments  often  discussed 
in  relation  to  the  durability  of  the  Smithsonian  agreement :  The  absence  of  the 
expected  large  reflow  of  funds  to  the  United  States,  the  new  estimates  of  recent 
slower  growth  in  the  United  States,  and  the  newly  announced  large  budget 
deficits  in  the  I'.S.  Government.  There  has,  indeed,  been  widespread  surprise  that 
a  large  and  sudden  reflow  of  funds  to  the  United  States  did  not  occur  in  the 
days  after  December  18,  though  I  do  recall  that  in  the  press  conference  on 
December  18,  when  the  new  agreement  was  announced,  my  boss  in  Washington. 
Paul  Volcker,  expre.ssed  serious  doubt  whether  there  would  be  any  sudden  flow. 

Now,  after  the  fact,  I  gather  from  talks  with  European  authorities,  interna- 
tional bankers,  and  corporate  finance  men  that  there  are  three  principal 
hunches  Avhy  the  big  flow  didn't  take  place  : 

One  is  the  impact  of  the  wider  margins  and  the  possibility  clearly  recognized 
by  many  in  the  early  days  after  December  18  that  one  who  waited  might  be  able 
to  buy  a  dollar  as  much  as  4  percent  cheaper  within  the  new  permissible  range 
of  fluctuations.  In  our  view  this  exijerience  is  already  sub.stantiating  our  judg- 
ment that  wider  margins  were  a  beneficial  innovation,  and  I  was  plea.sed  in 
Paris  to  gain  the  impression  that  others  have  been  coming  to  share  our  view- 
point. 

A  second  reason  for  the  nonevent  has  been  interest  rate  differentials.  Later 
this  morning  I  would  like  to  mention  some  of  the  reasons  which  lead  me  to 
expect  the.se  differentials  to  narrow  over  the  coming  months.  At  the  moment 
I  .should  perhaps  also  note  that  to  some  extent  in  January  the  low  rates  of  short- 
term  interest  rates  in  the  United  States  may  have  been  in  part  the  re.sult  rather 
than  the  cause  of  the  mis.sing  reflow  since  market  and  Federal  Re.serve  plans 
may  have  been  ba.sed  on  exceptions  that  were  not  borne  out  as  to  the  amount  of 
short-term  U.S.  Treasury  bills  which  would  be  thrown  on  the  market  as  a  result 
of  reflows. 

Finally,  it  seems  clear  that  some  who  cho.se  not  to  unwind  their  unusual  leads 
and  lags  were  motivated  by  the  thought  that  the  new  exchange  rate  bands 
might  not  be  preserved  and  that  after  a  little  while  it  would  be  possible  to  buy 
dollars  more  cheaply  than  the  announced  bands  would  permit.  I  mentioned 
earlier  some  of  my  reasons  for  thinking  this  judgment  was  misplaced.  I  should 
add  that  to  any  extent  the  judgment  was  based  on  the  thought  that  the  U.S. 
Congress  might  decide  to  legislate  a  price  even  higher  than  $38  per  ounce  of 
gold,  there  has  been  a  monumental  miscalculation.  The  administration's  gold 
bill  is  scheduled  to  be  .submitted  to  the  Congress  today.  It  will  be  a  simple  bill 
calling  for  a  change  in  the  par  value  of  the  dollar  to  .$38.  We  anticipate  it  will 
be  passed  promptly  after  the  Congress  returns  from  its  mid-February  recess, 
and  while  there  have  been  a  few  voices  in  the  legislature  opiK)sing  the  raising 
of  the  price  of  gold  at  all,  there  has  not  been  to  my  knowledge  a  single  voice 
suggesting  any  consideration  of  a  greater  change  than  that  proposed  by  the  U.S. 
administration. 

While  we  speculate  on  these  various  reasons  why  there  has  not  been  a  large 
reflow  to  the  United  States,  we  should  not  lose  sight  of  the  fact  that  our  pre- 
liminary estimates  indicate  that  we  have  had  a  sizable  reflow.  perhaps  in  the 
order  of  .$li/2  billion  since  December  18.  Aliout  half  of  this  has  been  in  the  form 
of  an  actual  official  settlements  surplus  for  the  United  States,  reflected  in  a 
reduction  of  foreign  official  holdings  of  I'.S.  Treasury  .securities.  The  other  half 
has  offset  our  probably  continuing  underlying  basic  payments  deficit.  Some  of 
this  movement  has  probably  been  the  result  of  short-term  capital  movement 
decisions  but  a  part  has  been  the  result  of  a  quite  noticeable  flow  of  European 
money  into  new  portfolio  investment  in  U.S.  securities.  In  view  of  the  prospects 
for  the  U.S.  economy,  we  anticipate  this  flow  will  continue  to  grow. 

Possibly  this  overall  gradual  orderly  reflow  into  the  United  States  will  thus 
continue  and  be  the  best  of  all  possible  types,  avoiding  the  instability  of  sudden 
mas.sive  movements,  though  I  certainly  do  not  wi.sh  to  be  quoted  as  guaranteeing 
that  some  large  short-term  flows  will  not  develop  during  the  coming  months. 

The  second  and  third  developments  since  December  18.  the  reports  of  slower 
growth  and  the  large  budget  deficits,  are  in  large  measure  just  opposite  sides 
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of  the  same  coin.  The  new  estimates  relate  to  downward  revisions  in  the  rates 
for  growtli  of  the  U.S.  economy  in  the  second  and  third  quarters  of  1971.  These 
estimates  forced  substantial  downward  revisions  in  the  tax  revenue  estimates 
for  the  first  half  of  1972  and  the.se  declines  in  revenue  have  been  the  largest 
contributors  to  tlie  new  estimate  of  a  $39  billion  deficit  in  the  fiscal  year  ending 
in  June.  To  some  extent,  however,  the  new  enlarged  deficit  is  the  conscious 
result  of  a  plannetl  acceleration  and  expansion  of  si)ending  plans  in  the  first 
half  of  the  year  in  the  light  of  the  less  buoyant  growth  which  had  been  revealed. 

Obviously,  this  deficit  and  the  smaller  one  to  follow  in  the  fiscal  year 
1973  will  require  the  U.S.  Treasury  to  expand  its  borrowing  activity.  This  pros- 
pect together  with  recent  and  possible  future  reductions  in  European  interest 
rates  will  probably  reduce  markedly  the  disparity  between  interest  rates  on  the 
two  sides  of  the  Atlantic.  Yet  we  are  confident  we  can  finance  the  U.S.  budget 
deficit  with  newly  issued  Treasury  securities  and  without  extreme  effect  on  the 
U.S.  interest  rate  structui'e.  This  confidence  ari.ses  in  jtart  from  the  high  levels 
of  li(pudity  now  held  by  r.S.  corporations  and  the  high  level  of  savings  of  r.S. 
citizens. 

The  confidence  also  arises  in  part  from  a  fact  which  may  be  less  widely 
recognized,  that  is,  the  decline  in  the  last  2  years  in  the  holdings  of  I'.S. 
Treasury  .securities  by  the  U.S.  public.  In  fact,  if  there  were  no  change  in  the 
coming  months  in  the  holdings  of  I'.S.  Treasury  securities  by  foreign  authorities, 
it  has  been  estimated  that  at  the  end  of  the  current  fiscal  year  with  its  ,$39 
billion  deficit  the  U.S.  public  would  hold  fewer  I'.S.  Treasury  securities  than  it 
held  at  the  beginning  of  1971.  The  explanation  of  this  fact  is,  of  course,  the  extent 
to  which  foreign  authorities  have  been  buying  U.S.  securities.  As  a  bond  sales- 
man I  should  perhaps  rejoice  in  their  buying  interest,  but  unfortunately  many 
of  those  securities  were  purchased  at  times  when  we  were  urging  the  foreign 
authorities  not  to  intervene  in  the  market  to  prop  up  the  foreign  currency  price 
of  our  dollars  and  of  our  Treasury  securities. 

Final  plans  have  not  yet  been  made  for  the  full  financing  schedule  for  1972.  We 
have  announced  that  we  expect  to  increase  our  outstanding  obligations  by  about 
$41/4  billion  between  now  and  the  end  of  April.  In  this  process,  Ave  shall  have 
to  biilancc  short-  and  long-term  considerations.  On  the  one  hand  there  is 
the  desire  to  issue  long-term  securities  for  housekeeping  reasons  and  in  recogni- 
tion of  the  fact  that  the  average  maturity  of  outstanding  U.S.  debt  is  now  down 
to  the  historical  low  of  3  years  and  4  months.  On  the  other  hand  we  are  con- 
scious of  the  need  to  avoid  any  disruption  of  housing  and  investment  finance, 
and  we  are  conscious  that  the  short-term  market  has  at  times  in  the  past  year 
been  somewhat  starved  for  short-term  paper  as  a  result  of  the  many  purchases 
by  foreign  authorities. 

With  this  financing  plan  and  with  continuation  of  the  widespread  price  and 
wage  controls  of  Pha.se  II,  the  U.S.  administration  is  confident  that  it  will  fully 
achieve  its  objective  of  a  rate  of  growth  of  the  consumer  price  index  of  only 
2  percent  to  3  percent  by  the  end  of  1972.  On  this  basis  the  United  States  is 
likely  to  achieve  a  rate  of  inflation  appreciably  less  than  that  of  any  other  major 
industrialized  country  in  1972.  This  expectation  is  buttressed  by  the  fact  that 
it  appears  that,  but  for  Canada,  that  United  States  would  have  achieved  such  a 
record  already  in  1971 ;  and  in  the  4th  quarter  of  1971,  when  the  U.S.  real  GNP 
was  growing  at  a  6-percent  rate,  the  GNP  deflator  actually  grew  by  only  IVj 
percent. 

In  this  connection  I  was  asked  insistently  by  reporters  in  Paris  whether  the 
U.S.  Government  was  not  now  giving  absolute  priority  to  domestic  concerns 
over  international  obligations.  The  simple  answer  is  no,  but  I  think  it  would 
be  more  revealing  to  i)oint  out  .several  things:  Firstly,  that  the  U.S.  Government 
at  this  time  is  certainly  not  disposed  to  follow  policies  Avhich  would  project,  say. 
6V^  percent  unemployment  just  to  make  some  supposed  contribution  to  inter- 
national monetary  stability  ;  but,  on  the  other  hand,  the  administration  has  not 
gone  overboard  in  an  attempt  to  inflate  unemployment  away.  The  administration 
forwast  is  that  it  will  achieve  an  unemployment  level  in  the  neighborhood  of  H 
percent  by  yearend  without  jeopardizing  the  objective  of  movement  toward 
price  stability.  Five  percent  is  definitely  not  the  ultimate  unemi)loynient  objec- 
tive, but  it  is  realized  that  further  reduction  below  ;">  percent  will  probably 
require  structural  measures  rather  than  simple  measures  of  demand  management. 

While  implementation  of  the  new  econ(miic  budget  and  financing  plans  still 
lies  before  us,  now  that  the  short-term  trade  negotiations  with  Japan  and  the 
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European  Community  seem  to  have  been  pretty  mucli  concluded  and  now  that 
the  gold  bill  is  being  sent  to  Congress,  it  may  be  hoped  that  there  will  be  more 
time  in  Washington  for  concentration  on  the  objectives  and  means  of  longer 
term  trade  and  international  monetary  reform.  Preparations  for  these  reform 
discussions  require  that  thought  be  given  not  only  to  substantive  but  also  to 
organizational  matters.  I  noted  with  interest,  for  example,  the  Parliamentary 
exchange  between  the  Prime  Minister  and  Mr.  Jenkins  last  week  on  the  necessity 
of  insuring  that  ways  must  be  found  to  insure  that  the  less  developed  countries 
are  not  excluded  from  full  participation  in  future  long-term  reform  deliberations. 
In  the  trade  field  it  is  by  now  no  secret  that  the  United  States  as  well  as 
specific  less  developed  countries  are  particularly  concerned  by  the  extreme  levels 
of  European  Community  agricultural  protectionism  that  will  still  prevail  even 
after  the  small  changes  recently  negotiated,  and  concerned  too  by  the  extreme 
discriminatory  features  of  the  Community  policy  on  trade  in  industrial  com- 
modities. A  statement  miich  quoted  in  Washington  these  days  is  that  in  195'8 
only  7  percent  of  the  industrial  imports  of  the  13  major  industrial  countries 
were  subject  to  preferential  tariffs.  When  the  new  entrants  are  in  the  Community, 
40  percent  of  such  trade  will  be  on  ijreferential  bases  ;  and  if  comparable  arrange- 
ments are  made  for  the  nonparticipating  EFTA  countries,  the  proportion  could 
soon  rise  above  50  percent.  Clearly  the  planned  preparatory  work  in  1972  and 
the  actual  negotiations  in  1973  will  be  of  tremendous  importance  for  the  future 
of  world  trade. 

In  the  monetary  field  we  are  aware  of  the  many  anxious  European  inquiries 
as  to  when  convertibility  will  be  restored  to  the  U.S.  dollar.  Perhaps  I  should 
report  that  there  have  also  been  insistent  inquiries  in  the  United  States  as  to 
why  the  dollar  is  today  not  convertible  for  Americans,  not  convei'tible  that  is  in 
all  circumstances  into  foreign  investments  of  their  choice.  And  you  may  have 
seen  the  accounts  in  the  newspapers  yesterday  that  a  number  of  U.S.  legislators 
would  like  to  know  why  the  U.S.  dollar  is  not  convertible  for  American  citizens 
into  gold.  Despite  these  two  blemishes  on  the  full  convertibility  of  the  U.S.  dollar, 
I  think  it  is  appropriate  to  point  out  to  European  questioners  that  in  all  other 
respects  the  dollar  is  today  fully  convertible,  and  in  particular  I  should  note 
that  there  is  full  nonresident  convertibility.  As  far  as  U.S.  authorities  are  con- 
cerned, a  private  foreign  holder  of  a  dollar  can  spend  it  on  anything  he  chooses, 
including  gold  bought  on  the  market.  Since  I  lived  here  in  London  in  the  pre-1959 
da.vs  before  that  form  of  convertil)ility  was  accorded  to  sterling,  I  can  remember 
with  clarity  the  barriers  to  free  movement  of  trade  and  investment  which  followed 
from  the  absence  of  convertibility  in  that  really  basic  sense. 

Naturally  I  realize  that  when  European  officials  talk  of  the  need  for  converti- 
bility these  days  they  are  not  speaking  of  the  need  to  remove  unilaterally  imposed 
U.S.  constraints  on  the  use  of  the  dollar  but  they  are  suggesting  rather  that 
the  United  States  should  undertake  some  form  of  commitment  either  to  inter- 
vene in  currency  market  trading  to  peg  the  value  of  the  dollar  in  relation  to 
other  currencies  or  to  engage  in  trades  with  other  monetary  authorities  for 
exchanges  among  dollars,  gold,  and  other  gold-related  assets.  To  us  this  meaning 
of  convertibility  is  not  a  subject  suitable  for  consideration  in  a  broad  sense  apart 
from  all  other  interrelated  asi>ects  of  international  monetary  reform.  We  hope 
discussions  on  this  broad  range  of  subjects  can  begin  soon,  but  we  also  believe 
we  should  avoid  attempts  to  conclude  the  discussions  in  an  overly  hasty  fashion. 
Tlie  U.S.  Government  will  be  approaching  the  discussions  with  one  view  which 
has  already  been  made  clear :  That  is,  that  an  ultimate  objective  should  be  the 
phasing  of  gold  from  its  central  role  in  the  system.  In  the  U.S.  view,  if  careful 
plans  are  not  made,  gold  could  become  a  destabilizing  element  in  the  exchange 
system  ;  and  in  any  event,  tlie  time  may  be  coming  when  gold  has  become  too 
valuable  to  waste  on  money. 

The  United  States  will  also  be  entering  the  reform  discussions  with  the  belief 
that  the  resulting  monetary  system  should  be  one  clearly  capable  of  accommo- 
dating whatever  differential  rates  of  increase  in  productivity  and  in  inflation  may 
develop  among  various  nations  over  the  coming  years.  For  this  capacity  we 
believe  greater  flexibility  will  be  needed  than  we  had  in  practice  in  the  world 
monetary  system  prior  to  August  of  last  year.  In  this  connection  we  anticipate 
that  experience  with  the  current  wider  margins  will  produce  some  useful  evidence 
on  the  desirable  degree  and  kinds  of  additional  flexibility  which  may  be  needed 
in  the  future.  But  the  U.S.  Government  retains  an  open  mind  on  how  increased 
flexibility  can  best  be  achieved.  Perhaps  it  could  be  achieved  by  a  return  to 
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the  old  Bretton  Woods  system  but  with  a  new  determination  to  recognize  and 
act  on  basic  disequilibria  very  promptly.  Or  perhaps  some  new  presumptive  cri- 
teria are  necessary  to  indicate  wlien  governments  should  allow  the  foreign 
exchange  values  of  their  currencies  to  change.  Or  perhaps,  while  Europe  main- 
tains fixed  exchange  rates  and  narrow  margins  among  its  currencies,  there  should 
be  rather  freely  fluctuating  rates  between  Europe  and  the  dollar  and  between 
the  yen  and  the  dollar.  All  these  alternatives  and  others  will  need  careful 
consideration. 

The  prospective  international  negotiations  over  the  next  several  years  will 
have  consequences  for  many  years  to  come  on  the  trading,  banking,  and  invest- 
ment endeavors  in  which  you  gentlemen  are  engaged.  From  your  presence  here 
today  I  take  some  confidence  that  you  will  continue  to  follow  the  negotiations 
carefully  and  will  continue  to  keep  pressure  on  the  governments  to  do  th^^ 
job  right. 


Exhibit  73. — Remarks  of  Assistant  Secretary  Rossides,  May  11,  1972,  before  the 
54th  annual  meeting  of  the  American  Ordnance  Association,  Washington,  D.C., 
on  "The  U.S.  Position  in  International  Trade" 

It  is  a  special  privilege  to  represent  Secretary  of  the  Treasury  John  B. 
Connally  before  this  assemblage  of  distinguished  and  dedicated  Americans.  I 
bring  you  his  greetings  and  his  deep  appreciation  for  the  honor  you  have  conferred 
on  him  by  the  award  of  the  Baruch  Gold  Medal. 

The  theme  of  your  seminar  tliLs  year,  "The  Strategic  and  EJconomic  Role  of 
the  United  States  in  Free  World  Security,"  is  particularly  appropriate  in  view 
of  current  events.  This  meeting  comes  at  a  critical  juncture  in  strategic  and 
economic  developments  for  our  Nation  and  also  for  our  free  world  allies. 

The  President  this  week,  with  courage  and  statesmanship,  took  decisive  steps 
to  attenuate  North  Vietnam's  undisguised  invasion  of  South  Vietnam.  The 
President's  decisions  were  actions  which  responsible  leadership  had  to  take, 
not  only  to  protect  our  residual  forces  in  Vietnam  but  also  to  preserve  the 
credibility  of  our  support  for  independent  free  world  countries  elsewhere  in 
Southeast  Asia  as  well  as  in  the  Middle  East  and  Euroiie. 

At  today's  critical  point  in  world  affairs  I  am  especially  glad  to  be  here 
tonight  among  so  many  leaders  of  our  Nation  who  have  maintained  America's 
military  and  economic  strengtli  and  supported  our  goal  of  preserving  independence 
and  self-determination  for  small  nations. 

Secretary  Connally  has  asked  me  particularly  to  discuss  with  you  the  second 
half  of  your  theme,  the  economic  aspect  of  national  security  and  the  tasks 
which  that  involves.  Those  tasks  were  set  out  by  President  Nixon  in  his  historic 
address  on  August  15,  1971. 

"The  End  of  the  Postwar  World" 

The  President's  new  economic  policy  announced  that  night  marked  a  water- 
shed in  world  history,  not  just  U.S.  history.  The  President'.s  actions  marked 
the  end  of  one  era — "the  end  of  the  postwar  world"  as  Secretary  Connally  has 
said — and  the  dawn  of  a  new  era  in  international  economic  relationshipvs. 

The  President's  goals  were  three :  To  curb  inflation,  to  generate  jobs  by  stimu- 
lating resix»nsible  economic  growth,  and  to  strengthen  the  position  of  the  United 
States  in  the  international  trade  and  financial  community. 

Tonight  I  shall  talk  primarily  about  the  U.S.  position  in  international  trade — 
a  doctrine  of  fairness — with  special  emphasis  on  Treasury's  role  and  respon- 
sibilities in  this  area. 

Why  are  we  in  a  new  era? 

At  the  end  of  World  War  II,  the  United  States  was  the  wealthiest,  most  power- 
ful nation  on  earth.  A  large  part  of  the  world  was  in  ruins,  physically,  politically, 
and  economically  after  the  holocaust  that  it  bad  just  experienced.  The  United 
States  exhibited  truly  unselfish  and  generous  leadership  in  an  effort  to  bring 
these  ravaged  areas  back  to  normal.  We  did  this  in  our  own  long-range  national 
interest  but  at  considerable  sacrifice. 

It  made  sense  for  the  United  States  to  do  everything  possible  to  assist  both 
our  former  allies  and  enemies  to  regain  their  feet.  And  so  we  literally  showered 
U.S.  dollars  and  expertise  on  these  countries.  The  American  taxpayer  accepted 
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the  burden  of  the  nearly  $150  billion  in  economic  and  military  aid  that  was  made 
available  over  the  past  25  years,  for  he  understood  the  relationship  between  a 
prosperous  world  economy  and  his  own  well-being. 

But  conditions  have  changed  and  we  now  find  ourselves  confronted  with  an 
entirely  different  picture.  Although  the  United  States  is  still  the  most  important 
free  world  power,  it  is  no  longer  the  only  free  world  power.  Other  nations  are 
again  in  a  position  to  challenge  us  economically  and  politically.  The  United  States 
is  now  one  giant  among  several. 

The  longrun  task 

What  does  this  new  era  signify  for  the  United  States  and  the  rest  of  the  trading 
world?  Essentially  the  longrun  task  facing  the  United  States  and  the  world 
community  is  the  creation  of  an  international  economic  system  which,  on  the 
basis  of  mutual  advantage,  will  stimulate  international  trade  and  freer  com- 
petition, draw  nations  and  people  together,  and  thus  form  the  basis  for  a  lasting 
peace  with  prosperity. 

Progress  made  since  August  15,  1971 

In  his  policy  role  as  chief  economic  spokesman  for  the  President,  Secretary 
Connally  has  already  sketched  in  broad  outline  form  the  new  iwlicies  to  be 
followed.  The  domestic  and  international  fronts,  which  are  interdependent,  have 
seen  considerable  progress  in  the  9  months  since  August  15, 1971. 

On  the  domestic  side,  economic  activity  continues  to  expand  vigorously.  In- 
dustrial production  and  retail  sales  are  showing  strong  gains.  The  latest  survey 
of  plant  and  equipment  investment  in  1972  indicates  an  even  larger  increase  than 
had  been  earlier  expected.  Overall,  the  Commerce  Department's  index  of  leading 
economic  indicators  remains  favorable.  All  of  this  is  convincing  evidence  that 
the  economy  is  in  a  strong  expansionary  phase. 

On  the  international  side,  the  Smithsonian  agreement  of  December  18,  1971, 
was  a  significant  breakthrough  and  has  given  the  new  era  a  substantial  forward 
thrust.  That  agreement  included  a  multilateral  realignment  of  exchange  rates, 
commitments  to  discuss  more  general  reforms  of  the  international  monetary 
system,  and  commitments  to  begin  discussions  to  reduce  trade  barriers,  including 
some  most  harmful  to  the  United  States.  Simultaneously  with  the  Smithsonian 
agreement  commitments  were  made  by  some  of  our  allies  to  assume  a  larger 
share  of  the  costs  of  common  defense. 

For  its  part  the  United  States  agreed  to  recommend  to  the  Congress  that  the 
price  of  gold  in  dollars  be  raised  when  progress  had  been  made  in  trade  liberal- 
ization. Further,  President  Nixon  moved  promptly  to  terminate  the  temporary 
10-percent  surcharge,  effective  December  20. 

On  February  9,  1972,  Secretary  Connally  transmitted  to  the  Congress  a  draft 
bill  providing  for  devaluation  of  the  dollar  by  8.5  percent  to  $38  per  ounce  of 
gold.  In  signing  that  bill  into  law  on  April  3,  the  President  said  that  the  basic 
significance  of  the  Smithsonian  agreement  and  the  legislation  jg ;  "  *  *  *  That 
it  provides  for  continued  cooperation  among  our  allies  and  ourselves — and  thus 
strengthens  our  unity — as  we  work  toward  an  'open  world'  based  on  a  more 
balanced  monetary  system  and  a  more  equitable  international  trading  environ- 
ment." 

Substantive  agreements  have  also  been  reached  with  the  European  Community 
and  with  Japan  to  remove  or  lower  certain  barriers  against  U.S.  products  and 
to  support  multilateral  and  comprehensive  trade  negotiations  in  1973,  meanwhile 
solving  more  immediate  problems  in  1972  through  the  GATT.  The  administra- 
tion will  seek  the  necessary  legislative  authority  for  these  comprehensive 
negotiations. 

Secretary  Connally,  in  his  March  15  remarks  before  the  Council  of  Foreign 
Relations,  stressed  the  need  for  an  international  forum  or  forums  in  which  the 
interrelationship  of  all  the  factors  affecting  international  economic  matters — 
monetary,  tax,  and  trade — can  be  discussed,  not  piecemeal,  but  as  part  of  the 
whole  endeavor  to  achieve  economic  health  for  all  participating  nations. 

Indeed  the  international  discussions  of  last  fall,  following  the  President's 
declaration  of  his  new  economic  policy,  were  successful  in  achieving  the  rec- 
ognition of  the  interrelationship  between  international  monetary  and  trade  mat- 
ters. Accordingly,  the  President  placed  in  the  hands  of  Secretary  Connally,  his 
chief  economic  spokesman,  the  broad  responsibility  and  negotiating  authority  to 
do  the  job. 
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Secretary  Connally  has  commissioned  Under  Secretary  Volclter  to  discuss  with 
our  principal  trading  partners  the  devehipnient  of  an  appropriate  forinn  or 
forums. 

Under  Secretary  Volcker  has  l)een  meeting  representatives  of  our  partners  in 
Tokyo,  in  Europe,  and  in  Montreal.  The  result  is  that  there  is  now  considerable 
confidence  tliat  we  shall  soon  have  agreement  on  a  forum  which  meets  the 
basic  criteria  essential  for  real  progress  toward  monetary  reform  in  the  months 
ahead. 

There  has  been  some  criticism  recently  in  the  press  and  elsewliere  that  we 
are  so  preoccupied  with  procedural  matters  that  we  are  giving  no  thought  to 
the  substance  of  the  negotiations.  Nothing  is  further  from  the  truth.  Work 
has  been  proceeding  vigorously  within  the  administration  on  the  basic  asjtects 
and  fundamental  alternatives  for  the  future  international  financial  system. 

I  would  point  out  that  there  is  a  logical  .secpience  for  working  toward 
monetary  reform  in  which  the  basic  questions  before  the  negotiators  must  be 
defined  and  established  before  meaningful  international  discussions  on  the 
various  alternatives  can  be  undertaken  and  decisions  reached.  This  is  the  key 
princii)le  which  must  underlie  any  constructive  negotiating  process. 

Doctrine  of  fairness  in  international  trade — abroad  and  at  home 

These  are  some  of  the  accomplishments  to  date  on  the  international  trade 
front.  All  of  the  U.S.  efforts  in  international  discussions  have  been  dedicated 
to  one  objective — the  establishment  of  a  doctrine  of  fairness  in  international 
trade. 

The  President  and  Secretary  Connally  have  served  notice  that  the  United 
States  is  no  longer  going  to  ccmipete  with  one  hand  behind  its  back.  To  compete 
fairly  abroad  we  must  liave  fair  access  to  all  the  markets  of  the  world. 

I  do  not  mean  to  imply  that  the  United  States  is  expecting  to  obtain  some- 
thing for  nothing.  We  recognize  that  some  of  our  practices  are  regarded  by 
other  countries  as  discriminatory.  But  in  our  trade  negotiations  we  do  have  a 
right  to  demaiid  a  fair  bargain.  We  insi-st  only  on  the  right  to  comi)ete  fairly 
abroad. 

As  Secretary  Connally  said  in  ^Munich  last  May:  "*  *  *  No  longer  will  the 
American  people  permit  their  Government  to  engage  in  international  actions 
in  which  the  true  long-run  interests  of  the  United  States  are  not  just  as 
clearly  recognized  as  those  of  the  nations  with  which  we  deal."' 

The  point  he  conveyed  to  all  is  that  the  United  States  can  no  longer  stand 
by  complacently  when  markets  are  closed  to  us  or  where  the  "rules  of  the 
game"  .seem  to  be  rigged  against  us. 

When  our  foreign  friends  complained  about  the  temporary  10-percent  addi- 
tional duty  adopted  as  part  of  the  President's  new  economic  program  they 
did  not  mention  in  their  complaints  the  barriers  they  maintain  against  U.S. 
exports  to  their  countries. 

These  barriers  take  various  forms :  Quotas  no  longer  justified  by  economic 
factors,  discriminatory  taxes  such  as  jn-ogressive  taxes  on  hor.sepower  directed 
at  the  export  of  U.S.  automolnles,  and  discriminatory  tariff  arrangements  such 
as  the  Common  Market  preferences  and  reverse  preferences,  which  establish 
a  lower  tariff  on  the  exports  of  Common  Market  members  than  on  those  of  the 
United  States  and  others  into  third  markets,  both  in  developing  and  developed 
countries. 

The  Common  Market — A  eloaing  circle? — At  the  .same  time,  the  United  States 
has  followed  an  open  and  liberal  policy  in  trade.  We  have  one  of  the  most  open 
markets  in  the  world,  but  now  one  of  the  (piestions  we  have  to  ask  ourselves 
is  whether  the  European  Economic  Community,  which  claims  to  have  an  outward- 
looking  policy,  is  not  turning  its  gaze  inward  instead.  Let  us  look  at  some 
specific  recent  actions  by  the  Community. 

The  EC  has  concluded  preferential  trade  agreements  with  2S  countries  which 
discriminate  against  third-country  trade.  It  is  now  in  the  process  of  negotiating 
.similar  i)referential  arrangements  with  at  least  four  other  countries:  Algeria. 
Cyprus,  Egypt,  and  Lebanon.  At  the  same  time  it  is  negotiating  other  agreements 
with  Iceland  and  Portugal  as  well  as  with  the  EFTA  neutrals.  Austria,  Finlainl. 
Sweden,  and  Switzerland.  These  negotiations  presumably  are  being  based  on 
a  free  trade  area  in  the  industrial  .sector,  with  the  possibility  of  including  pref- 
erential advantages  for  EC  agriculture  in  some  of  these  markets.  Is  this  fair 
trade? 
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As  the  EC  expands  its  membership  from  six  to  10,  the  United  Kingdom, 
Denmark,  Ireland,  and  Norway  will,  of  course,  have  to  adopt  the  highly  pro- 
tectionist Common  Agricultural  Policy  of  the  EC.  Furthermore,  the  EC  recently 
raised  the  support  prices  on  corn,  among  other  agricultural  items,  thereby 
increasing  its  variable  or  sliding  levy — a  levy  system  which  incidentally  is  in 
complete  contempt  of  accepted  trading  practices — against  imports  of  U.S.  corn 
into  the  EC  by  11  percent.  Through  this  variable  levy  system — which,  at  present 
levels,  almost  doubles  the  cost  of  U.S.  corn  to  Community  users — American 
farmers,  who  are  more  efficient  producers  of  corn,  are  excluded  from  the  EC 
market  in  favor  of  the  less  efficient  European  farmers.  Is  this  fair  trade? 

In  the  past  few  weeks  the  European  Community  has  instituted  a  new  system 
of  compensatory  duties  so  as  to  continue  to  protect  its  domestic  agricailtural 
markets  from  more  efficient  foreign  production  in  the  face  of  the  recent  currency 
realignments.  In  so  doing  the  European  Community  did  not  hesitate  to  break 
the  negotiated  rates  (to  which  they  are  bound)  on  some  $40  million  worth  of 
trade.  They  did  this  despite  the  fact  that  it  was  a  clear  violation  of  the  GATT. 
The  United  States  has  some  interest  in  the  EC's  actions,  for  our  cost  of  pToduction 
for  basic  agricultural  commodities  approximates  half  of  that  in  the  Common 
Market.  Is  this  fair  trade? 

Since  the  postwar  years  the  United  Kingdom,  soon  to  become  a  member  of 
the  Community,  has  maintained  quotas  for  balance  of  payments  reasons  on 
imports  from  the  dollar  area  of  fresh,  frozen,  and  canned  grapefruit,  orange  juice, 
and  rum — this  despite  the  fact  that  the  balance  of  payments  justification  for 
these  quotas  has  long  since  passed.  Indeed  the  British  are  now  in  balance 
of  payments  surplus,  and  removal  of  these  quotas,  which  the  Unitetl  States 
has  been  seeking  for  over  20  years,  is  certainly  long  overdue.  Is  this  fair  trade? 

Similarly,  France  imposed  quotas  several  years  ago  for  balance  of  payments 
reasons  on  imports  of  semiconductors.  Although  the  French  authorities  have 
liberalized  these  quotas  over  the  years,  an  intricate  licensing  system  inhibits  our 
exporters  from  supplying  the  French  market.  The  balance  of  payments  justifi- 
cation for  protection  has  long  since  ceased  and  this  obstacle  to  trade  should 
have  been  eliminated  years  ago. 

The  Community's  regulations  have  restricted  Japanese  imports  to  6  percent 
of  that  country's  overall  exports — this  in  contrast  to  the  30  percent  which  Japan 
exports  to  the  United  States.  By  restrictions  such  as  these  the  Common  Market 
has  literally  forced  the  Japanse  to  concentrate  their  export  drive  on  the  United 
States. 

Now  I  ask  :  Are  these  the  policies  of  an  outward-looking  trading  bloc  interested 
in  the  expansion  of  world  trade? 

Japan — an  open  market? — Japan  now  has  $17  billion  in  foreign  assets 
reserves.  We  have  approximately  $12.5  billion.  While  the  United  States  had 
a  balance  of  payments  deficit  last  year — and  has  had  one  for  over  20  years, 
and  our  first  trade  deficit  since  18SS,  Japan  had  a  trade  surplus  last  year  of 
$7.9  billion,  the  highest  in  the  w^orld.  This  year's  balance  for  them  will  be  even 
larger  since  their  exports  are  likely  to  run  20  percent  above  1971.  Three  and 
two-tenths  billion  dollars  of  Japan's  trade  suii)lus  in  1971  was  with  the 
United  States. 

Many  factors,  in  addition  to  U.S.  policy,  contributed  to  Japan's  economic 
success.  Japan,  which  was  allowed  to  maintain  quotas  for  balance  of  pay- 
ments reasons  when  it  entered  GATT,  still  retains  many  of  these  quotas,  this 
despite  an  economic  recovery  which  is  commonly  referred  to  as  the  "Japanese 
miracle."  Administrative  guidance  by  Japan  which  impedes  our  exports  and 
focuses  on  their  export  drive  to  the  United  States  is  a  central  factor  in  Japan's 
economic  success.  Is  this  fair  trade? 

Canada — A  door  swinging  one  wat/? — Our  good  and  valued  neighbors  to  the 
north  complain  about  the  "unfairness"  of  the  new  economic  policy  from  their 
standpoint.  What  Canadians  fail  to  mention,  however,  is  that  their  basic  balance 
of  payments  surplus  has  averaged  $1.2  billion  annually  over  the  last  5  years. 

"\Miat  they  also  tend  to  overlook  is  that  the  patently  one-sided  automobile 
agreement  contributed  to  a  swing  of  over  $800  million  in  our  trade  balance. 
While  we  impose  no  tariffs  or  bari-iers  on  Canadian  exports  of  automobiles, 
Canada  imposes  a  15-percent  tariff  on  individual  purchases  of  U.S.  auto- 
mobiles. Although  Canadian  manufacturers  may  import  American  automobiles 
duty-free,  this  is  only  if  they  meet  certain  minimum  Canadian  production 
requirements. 
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These  provisions  of  the  automobile  agreement  were  intended  as  "temporary" 
safeguards  for  our  Canadian  friends,  which  may  have  been  appropriate  at  the 
time  the  agreement  was  negotiated.  For  the  ]jast  li  years  we  have  been  negotiating 
for  the  removal  of  these  temporary  safeguards,  but  to  no  avail — this  despite 
Canada's  continuing  large  balance  of  trade  suri^lus  with  the  United  States,  a 
huge  $1,880  million  in  1971.  Is  this  fair  tradeV 

Also,  notwithstanding  the  balance  of  trade  which  is  now  so  favorable  to 
Canada,  our  friends  to  the  north  continue  to  be  considerably  less  liberal  than 
the  United  States  in  granting  exemptions  to  returning  tourists.  Here,  again, 
we  have  an  example  of  a  measure  which  might  have  been  temporarily  justified 
at  the  time  it  was  introduced  but  which  is  no  longer  .supportable  in  the  light 
of  today's  realities.  Is  this  consistent  with  a  doctrine  of  fairness? 

The  Canadians  likewise  continue  to  insist  on  retaining  other  trade  advantages 
which  are  a  carryover  from  a  bygone  era  when  we  were  in  a  ix)sition  to,  and 
did,  assist  unstintingly  our  northern  friends.  Is  this  cx)nsistent  with  a  doctrine  of 
fairness  ? 

At  home — Treasury's  role  in  combatting  unfair  trade  practices 

Against  this  backdrop,  there  are  very  positive  measures  this  administration 
has  already  taken  at  home  to  rectify  our  trade  imbalance  and  protect  jobs  in 
the  United  States. 

From  the  inception  of  President  Nixon's  administration  the  Treasury  Depart- 
ment has  vigorously  attacked  discriminator.v  pricing  techniques  of  foreign  ex- 
porters. Treasury  and  its  Bure<iu  of  Customs  have  accelerated  and  expanded 
the  use  of  statutes  specifically  designe<l  to  protect  U.S.  industry  against  unfair 
foreign  competition.  We  have  institutionalized  the  supervision  of  the  adminis- 
tration of  the  Antidumping  Act  and  the  countervailing  duty  statute  and  other 
aspects  of  tariff  and  trade  relations  by  setting  up  an  Office  of  Tariff  and 
Trade  Affairs  in  the  Office  of  the  Secretary. 

The  Antidumping  Act  is  designed  to  prevent  injurious  international  price 
discrimination,  typically,  selling  in  the  U.S.  market  at  prices  lower  than  in 
the  foreign  home  market.  The  countervailing  duty  statiite  is  designed  to  counter- 
act and  prevent  foreign  subsidies  on  exports  to  the  I'nited  States. 

The  Treasury  under  this  administration  has  rejuvenated  what  was  largely 
a  moribund  Antidumping  Statute.  We  have  .'significantly  increased  actions  under 
this  statute  in  the  past  3  years.  We  have  eliminated  loopholes.  And  we  have 
expedited  consideration  of  complaints  from  domestic  manufacturers  by  adding 
manpower  and  streamlining  procedures.  In  short,  Treasury  is  now  administering 
the  Antidumping  Act  more  nearly  in  the  manner  intended  by  Congress.  This  is 
what  industry  has  a  right  to  expect.  But  more  is  needed. 

Perhaps  criticism  from  abroad  had  to  be  exi>ected.  But  the  point  is  that 
our  actions  are  taken  in  defense  of  fair  trade  and  without  fairness,  prosi>ects 
for  freer  trade  would  be  bleak. 

Now  we  are  studying  possible  refinement  and  expansion  of  the  use  of  these 
measures  which  protect  ILS.  industr.v  against  unfair  competition.  In  new  pro- 
posed antidumping  regulations  which  were  published  on  April  19  we  moved 
one  step  further  in  our  plan  to  clarify  and  tighten  the  procedures  of  the 
Antidumping  Act. 

We  are  examining  questions  which  have  been  raised  regarding  the  possibility 
that  some  countries  are  providing  incentives  for  their  exports  which  might 
be  bounties  or  grants  under  our  countervailing  duty  law.  As  we  move  to  resolve 
these  questions  on  a  case-by-ca.se  basis,  tiie  need  for  reacliing  an  international 
agreement  regarding  subsidization  of  exports  should  become  apparent  to  all 
trading  nations  and  the  mutual  experience  gained  should  be  a  fertile  source  for 
developing  fair  international  rules. 

Amendments  of  our  Antidumping  Act  and  countervailing  duty  statute  may  be 
required  to  achieve  freer  and  fairer  competition  in  international  trade.  And, 
once  the  long-range  adjustments  of  tariffs,  cpiotas.  and  other  barriers  are  ac- 
complished, these  same  measures  can  serve  to  maintain  the  integrity  of  those 
agreements. 

International  reforms — GATT 

In  analyzing  what  we  can  do  to  enable  U.S.  producers  to  compete  more  effec- 
tively imder  fair  rules  of  international   trade,  we  must  of  necessity  examine 
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closely  the  implementation  of  those  rules  and  even  question  the  nature  of  the 
rules  themselves. 

We  face  a  situation  in  which  such  basic  GATT  rules  as  most-favored-nation 
treatment  are  increasingly  violated.  We  are  also  concerned  that  foreign  dumping 
and  subsidizing  of  exports  to  third  countries  have  the  effect  of  freezing  U.S. 
manufacturers  out  of  these  markets.  Moreover,  while  we  favor  U.S.  capital 
investment  abroad  on  as  liberal  terms  as  our  balance  of  payments  allows,  we 
cannot  continue  to  permit  U.S.  capital  to  create  jobs  abroad  if  domestic  U.S. 
manufacturers  are  prevented  by  discriminatory  barriers  from  selling  in  these 
markets  on  equal  terms. 

If  the  GATT  itself  proves  unable  to  face  up  to  the  realities  of  today's  world, 
and  we  hope  that  it  can  measure  up  to  its  responsibilities,  we  may  have  to  give 
thought  to  other  ways  of  meeting  the  needs.  The  rules  and  procedures  of  the 
past  must  be  adapted  to  the  world  of  the  1970's. 

Implementation  versus  policymaking 

It  has  often  been  said,  "Important  as  it  is  to  make  policy,  it  is  even  more 
important  to  implement  it."  This  administration  has  used  the  Antidumping  Act 
effectively  and,  as  I  mentioned,  is  reviewing  the  countervailing  duty  law.  But 
there  are  other  aspects  of  implementing  trade  policy  in  day-to-day  operations 
which  strongly  affect  our  international  trade  and  our  balance  of  payments. 

The  main  day-to-day  operating  bureaii  in  the  U.S.  Government  affecting  inter- 
national trade  is  the  Bureau  of  Customs.  Secretary  Connally  has  directed  that 
the  trade  and  tariff  aspects  of  that  Bureau's  operations  be  given  the  highest 
priority.  This  includes  not  only  the  operating  responsibilities  of  the  Bureau 
of  Customs  in  the  area  of  antidumping  and  countervailing  duty,  but  also  its 
role  in  classification  and  valuation  of  imported  merchandise,  administration  of 
quotas  and  marking  requirements,  prevention  of  smuggling,  monitoring  volun- 
tary restraint  arrangements,  and  investigation  of  commercial  frauds. 

All  policy  decisions  in  these  matters  and  determinations  of  priorities  will, 
of  course,  be  made  in  the  Office  of  the  Secretary. 

We  also  have  under  way  a  Treasury  study  to  analyze  the  data  that  is  avail- 
able in  international  trade  matters.  Here  again  the  Bureau  of  Customs  is  the 
prime  source  for  data  regarding  trade  matters  and  yet,  for  analyzing  and  In- 
terpreting that  data,  its  resources  have  not  heretofore  been  fully  utilized.  This 
also  we  are  moving  to  correct. 

In  summary,  President  Nixon's  administration  has  moved  forcefully  to  im- 
prove our  international  trade  and  monetary  position.  We  have  given  our  anti- 
price  discrimination  tools  the  most  vigorous  exercise  they  have  ever  had.  We 
have  negotiated  the  removal  of  various  trade  barriers  and  set  the  stage  for  an 
overhaul  of  the  international  monetary  and  trade  mechanisms. 

While  building  a  stronger  economy  at  home  we  remain  outward  looking  and 
international  in  our  initiatives  abroad.  This  administration  is  committed  to 
such  a  course.  Of  course  our  foreign  friends  and  trading  partners  must  be 
equally  outward  looking  and  international  in  their  approach  to  their  problems. 

As  Secretary  Connally  said  when  he  addressed  the  Economic  Club  of  New 
York  last  fall : 

"We  do  not  intend  to  become  provincial.  We  shall  not  resort  to  protectionism. 
We  shall  carry  our  burdens  on  the  international  scene.  But  to  do  so  it  is  essential 
to  attain  an  equilibrium  in  our  overall  financial  balance  with  the  rest  of  the 
world.  We  seek  no  advantage  over  others.  We  propose  to  suffer  no  disadvantage. 
We  seek  a  balance  which  will  be  to  the  benefit  of  all  the  nations  *  *  *.  At  stake 
is  nothing  less  than  the  foundation  for  the  freedom  and  security  of  this  genera- 
tion and  those  that  follow." 


Exhibit  74— White  House  press  release,  January  19,  1972,  policy  statement  on 
economic   assistance   and   investment    security   in   developing   nations 

We  live  in  an  age  that  rightly  attaches  very  high  importance  to  economic 
development.  The  people  of  the  developing  societies  in  particular  see  in  their 
own  economic  development  the  path  to  fulfillment  of  a  whole  range  of  national 
and  human  aspirations.  The  United  States  continues  to  support  wholeheartedly, 
as  we  have  done  for  decades,  the  efforts  of  those  societies  to  grow  economically — 
out  of  our  deep  conviction  that,  as  I  said  in  my  Inaugural  Address,  "to  go  forward 
at  all  is  to  go  forward  together;"  that  the  well-being  of  mankind  is  in  the  final 
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analysis  indivisible ;  and  that  a  better-fed,  better-clothed,  healthier,  and  more 
literate  world  will  be  a  more  peaceful  world  as  well. 

As  we  enter  1972,  therefore,  I  think  it  is  appropriate  to  outline  my  views 
on  some  important  aspects  of  overseas  development  policy.  I  shall  discuss 
these  matters  in  broader  compass  and  greater  detail  in  messages  to  be  trans- 
mitted to  the  Congress  in  the  coming  weeks.  Nineteen  seventy-one  saw  great 
changes  in  the  international  monetary  and  trade  fields,  especially  among  the 
developed  nations.  A  new  economic  policy  was  charted  for  the  Unite<l  States 
and  a  pi-omising  beginning  was  made  on  a  l)road  reform  of  the  international 
monetary  system — starting  with  a  realignment  of  international  exchange  rates. 
Now,  in  1972,  the  problem  of  how  best  to  assist  the  development  of  the  world's 
emerging  nations  will  move  more  to  the  forefront  of  our  concern. 

Any  policy  for  such  assistance  is  prompted  by  a  mutiiality  of  interest.  Through 
our  development  assistance  programs,  financing  in  the  form  of  taxes  paid  by 
ordinary  Americans  at  all  income  levels  is  made  available  to  help  people  in 
other  nations  realize  their  aspirations.  A  variety  of  other  mechanisms  also 
serves  to  transfer  economic  resources  from  the  United  States  to  developing 
nations. 

Three  aspects  of  U.S.  development  assistance  programs  received  concentrated 
attention  during  the  past  year.  These  were :  Continuing  a  program  of  bilateral 
economic  assistance,  meeting  our  international  undertakings  for  the  funding  of 
multilateral  development  institutions,  and  clarifying  the  role  of  private  foreign 
investment  in  overseas  development  and  dealing  with  the  problem  of 
expropriations. 

As  to  our  bilateral  economic  program,  it  is  my  intention  to  seek  a  regular 
and  adequate  fiscal  year  1972  appropriation  to  replace  the  present  interim 
financing  arrangement  which  expires  February  22.  I  urge  that  this  be  one  of 
the  first  items  addressed  and  completed  by  the  Congress  after  it  reconvenes. 
Looking  beyond  this  immediate  need,  I  hope  the  Congress  will  give  early  attention 
to  the  proposals  which  I  submitted  last  year  to  reform  our  foreign  assistance 
programs  to  meet  the  challenges  of  the  .seventies. 

In  regard  to  our  participation  in  multilateral  institutions,  I  attach  the  highest 
importance  to  meeting  in  full  the  financial  pledges  we  make.  In  1970,  the  Unitetl 
States  agreed  with  its  hemispheric  partners  on  replenishing  the  Inter-American 
Development  Bank.  Our  contributions  to  this  Bank  represent  our  most  concrete 
form  of  support  for  regional  development  in  Latin  America.  While  the  Congress 
did  approve  partial  financing  for  the  Bank  before  the  recess,  it  is  urgent  that 
the  integrity  of  this  international  agreement  be  preserved  through  providing 
the  needed  payments  in  full. 

The.se  Inter-American  Bank  contributions — together  with  our  vital  contribu- 
tions to  the  International  Development  Association,  the  World  Bank  and  the 
Asian  Development  Bank — are  the  heart  of  my  announced  ix)licy  of  channeling 
substantial  resources  for  development  through  these  experienced  and  technically 
proficient  multilateral  institutions.  These  latter  contributions  also  require 
prompt  legislative  action,  and  I  look  to  the  Congress  to  demonstrate  to  other 
nations  that  the  United  States  will  continue  its  longstanding  cooperative  ap- 
proach to  international  development  through  multilateral  financial  mechanisms. 

I  also  wish  to  make  clear  the  approach  of  this  administration  to  the  role  of 
private  investment  in  developing  countries  and  in  iwirticular  to  one  of  the  major 
problems  affecting  .such  private  investment :  Upholding  accepted  principles  of 
international  law  in  the  face  of  expropriations  without  ade<iuate  compensation. 

A  principal  objective  of  foreign  economic  assistance  programs  is  to  assist 
developing  countries  in  attracting  private  investment.  A  nation's  ability  to  com- 
l)ete  for  this  scarce  and  vital  development  ingredient  is  improved  by  programs 
which  develop  economic  infrastructure,  increase  literacy,  and  raise  health 
standards.  Private  investment,  as  a  carrier  of  technology-,  of  trade  opportunities, 
and  of  capital  itself,  in  turn  becomes  a  major  factor  in  promoting  industrial  and 
agricultural  development.  Further,  a  significant  flow  of  private  foreign  capital 
stimulates  the  mobilization  and  formation  of  domestic  capital  within  the  re- 
cipient country. 

A  sort  of  symbiosis  exists — with  government  aid  efforts  not  only  siieeding  the 
flow  of,  but  actually  depending  for  their  .success  upon,  private  capital  both  do- 
mestic and  foreign.  And.  of  course,  from  the  investor's  point  of  view,  foreign  pri- 
vate investment  must  either  yield  financial  benefits  to  him  over  time  or  cease  to 
be  available.  Mutual  benefit  is  thus  th<>  sine  qua  nou  of  successful  foreign  private 
investment. 
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Unfortunately,  for  all  concerned,  these  virtually  axiomatic  views  on  the  bene- 
ficial role  of  and  necessary  conditions  for  private  capital  have  been  challenged  in 
recent  and  important  instances.  U.S.  enterprises,  and  those  of  many  other  na- 
tions, operating  abroad  under  valid  contracts  negotiated  in  good  faith  and 
within  the  established  legal  codes  of  certain  foreign  countries,  have  found  their 
contracts  revoked  and  their  assets  seized  with  inadequate  compensation,  or 
with  no  comijensation. 

Such  actions  by  other  governments  are  wasteful  from  a  resource  standpoint, 
shortsighted  considering  their  adverse  effects  on  the  flow  of  private  invest- 
ment funds  from  all  sources,  and  unfair  to  the  legitimate  interests  of  foreign 
private  investors.  The  wisdom  of  any  expropriation  is  questionable,  even  when 
adequate  compensation  is  paid.  The  resources  diverted  to  compensate  invest- 
ments that  are  already  producing  employment  and  taxes  often  could  be  used 
more  productively  to  finance  new  investment  in  the  domestic  economy,  par- 
ticularly in  areas  of  high  social  priority  to  which  foreign  capital  does  not  always 
flow.  Consequently,  countries  that  expropriate  often  postpone  the  attamment  of 
their  own  development  goals.  Still  more  unfairly,  expropriations  in  one  develop- 
ing country  can  and  do  impair  the  investment  climate  in  other  developing 
countries. 

In  light  of  all  this,  it  seems  to  me  imperative  to  state — to  our  citizens  and 
to  other  nations — the  policy  of  this  Government  in  future  situations  involving 
expropriatory  acts. 

1.  Under  international  law,  the  United  States  has  a  right  to  expect :  That 
any  taking  of  American  private  property  will  be  nondiscriminatory  ;  that  it  will 
be  for  a  public  purpose ;  and  that  its  citizens  will  receive  prompt,  adequate,  and 
effective  compensation  from  the  expropriating  covuitry. 

Thus,  when  a  country  expropriates  a  significant  U.S.  interest  without  making 
reasonable  provision  for  such  compensation  to  U.S.  citizens,  we  will  presume 
that  the  United  States  will  not  extend  new  bilateral  economic  benefits  to  the 
expropriating  country  unless  and  until  it  is  determined  that  the  country  is  taking 
reasonable  steps  to  provide  adequate  compensation  or  that  there  are  major 
factors  affecting  U.S.  interests  which  require  continuance  of  all  or  part  of  these 
benefits. 

2.  In  the  face  of  the  expropriatory  circumstances  just  described,  we  will 
presume  that  the  U.S.  Government  will  withhold  its  support  from  loans  under 
consideration  in  multilateral  development  banks. 

3.  Humanitarian  assistance  will,  of  course,  continue  to  receive  special  con- 
sideration under  such  circumstances. 

4.  In  order  to  carry  out  this  policy  effectively,  I  have  directed  that  each  po- 
tential expropriation  case  be  followed  closely.  A  special  interagency  group  will 
be  established  under  the  Council  on  International  Economic  Policy  to  review 
such  cases  and  to  recommend  courses  of  action  for  the  U.S.  Government. 

5.  The  Departments  of  State,  Treasury,  and  Commerce  are  increasing  their 
interchange  of  views  with  the  business  community  on  problems  relating  to 
private  U.S.  investment  abroad  in  order  to  improve  government  and  business 
awareness  of  each  other's  concerns,  actions,  and  plans.  The  Department  of  State 
has  set  up  a  special  ofl5ce  to  follow  expropriation  cases  in  support  of  the  Council 
on  International  Economic  Policy. 

6.  Since  these  issues  are  of  concern  to  a  broad  portion  of  the  international 
community,  the  U.S.  Government  will  consult  with  goverimients  of  developed 
and  developing  countries  on  expropriation  matters  to  work  out  effective  measures 
for  dealing  with  these  problems  on  a  multilateral  basis. 

7.  Along  with  other  governments  we  shall  cooperate  with  the  international 
financial  institutions — in  particular  the  World  Bank  Group,  the  Inter-American 
Development  Bank,  and  the  Asian  Development  Bank — ^to  achieve  a  mutually 
beneficial  investment  atmosphere-  The  international  financial  institutions  have 
often  assisted  in  the  settlement  of  investment  disputes,  and  we  expect  they  will 
continue  to  do  so. 

S.  One  way  to  make  reasonable  provision  for  just  compensation  in  an  expropria- 
tion dispute  is  to  refer  the  dispute  to  international  adjudication  or  arbitration. 
Firm  agreement  in  advance  on  dispute  settlement  procedures  is  a  desirable  means 
of  anticipating  possible  disagreements  between  host  governments  and  foreign 
investors.  Accordingly,  I  support  the  existing  International  Center  for  the  Settle- 
ment of  Investment  Disputes  within  the  World  Bank  Group  as  well  as  the  estab- 
lishment in  the  very  near  future  of  the  International   Investment  Insurance 
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Agency,  now  under  discussion  in  the  World  Bank  Group.  The  Overseas  Private 
Investment  Corporation  will  make  every  effort  to  incori>orate  independent  dis- 
pute settlement  proce<iures  in  it.s  new  insurance  and  guarantee  agreements. 

I  announce  the.se  decisions  becau.se  I  believe  there  should  be  no  uncertainty 
regarding  U.S.  policy.  The  adoption  by  the  U.S.  Govermnent  of  this  policy  is 
consistent  with  international  law.  The  policy  will  be  implemented  within  the 
framework  of  existing  domestic  law  until  the  Congress  modifies  present  statutes 
along  the  lines  already  proposed  by  this  administraticm.  The  United  States  fully 
respects  the  sovereign  rights  of  others,  but  it  will  not  ignore  actions  prejudicial 
to  the  rule  of  law  and  legitimate  U.S.  interest 

Finally,  as  we  look  beyond  our  proper  national  interests  to  the  larger  con- 
siderations of  the  world  interest,  let  us  not  forget  that  only  within  a  framework 
of  international  law  will  the  developed  nations  be  able  to  provide  increasing 
support  for  the  aspirations  of  our  less  developed  neighbors  around  the  world. 


Exhibit  75. — Press  release,  August  6,  1971,  announcing  drawing  of  $862  million 
in  foreign  currencies  from  the  International  Monetary  Fund 

The  Treasury  today  announced  that  it  will  draw  the  ecjuivalent  of  $802  million 
in  foreign  currencies  from  the  International  ^Monetary  Fund  on  Monday, 
August  9. 

The  drawing  results  principally  from  the  sizable  repayments  of  indebtedness 
to  the  Fund,  also  scheduled  for  August  9,  already  announced  by  the  Fi-ench  in 
the  amount  of  $609  million  and  the  British  in  an  amoiuit  of  $614  million.  The 
United  States  drawing  will  be  composed  of  $415  million  in  Belgian  francs  and 
$447  million  in  Dutch  guilders. 

As  part  of  the  same  repayment  process,  France  will  purchase  $191  million 
of  gold  from  the  United  States.  The  gold  will  be  used  by  France  to  meet  that 
l)ortion  of  its  repayment  obligation  which,  as  re(iuired  by  articles  of  the  IMF. 
must  be  met  with  gold.  This  transaction,  similar  to  a  sale  of  .$282  million  of 
gold  to  France  in  May  when  a  portion  of  its  IMF  indel)tedness  was  paid,  will 
complete  the  French  repayment  to  the  IMF. 

In  order  to  provide  the  gold  necessary  to  cover  this  sale  to  France  and  to 
maintain  the  gold  stock  held  in  the  Exchange  Stabilization  Fund,  a  traiisfer 
of  $200  million  in  gold  is  being  made  from  the  Treasui'y  stock  to  the  Exchange 
Stabilization  Fund. 


Exhibit  76. — Press  release,  August  17,  1971,  announcing  repayment  of  Eurodollar 

certificates 

The  Treasury  announced  today  that  it  will  not  roll  over  the  .$516  million  of 
6%  percent  Certificates  of  Indebtedness  P]urodollar  Series  D-1971  maturing 
on  August  24,  1971.  The.se  certificates  will  be  retired  at  maturity  on  August  24. 

The  disposition  of  Treasm-y  Eui'odollar  certificates  maturing  after  August  24 
will  be  determined  and  announced  in  the  light  of  market  c(mditions  near  the 
time  of  their  maturity. 


Exhibit    77. — Press    relief,    August    24,    1971,    announcing    repayment    of    $500 
million  of  Eurodollar  certificates 

The  Treasury  announced  today  that  it  will  not  roll  over  the  ,$500  million  of 
6%  percent  Certificates  of  Indebtedness  Eurodollar  Series  B-1971  maturing  on 
September  1,  1971.  These  certificates  will  be  retired  at  maturity  on  September  1. 

The  disposition  of  other  outstanding  Eurodollar  certificates  will  be  determined 
and  announced  in  the  light  of  market  conditions  near  the  time  of  their  maturity. 


Exhibit  78. — Press  release,  September  7,  1971,  announcing  repayment  of  $516 
million  of  Eurodollar  certificates 

The  Treasury  announced  today  that  it  will  not  roll  over  the  $516  million  of 
6%  percent  Certificates  of  Indebtedness  Eurodollar  Series  E-1971  maturing  on 
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September  14,  1971.  These  certificates  will  be  retired  at  maturity  on  Septem- 
ber 14. 

The  disposition  of  other  outstanding  Eurodollar  certificates  will  be  determined 
and  announced  in  the  light  of  market  conditions  near  the  time  of  their  maturity. 


Exhibit  79. — Press  release,  September  22,  1971,  announcing  repayment  of  $551 
million  of  Eurodollar  certificates 

The  Treasury  announced  today  that  it  will  not  roll  over  the  $551  million  of 
6%  percent  Certificates  of  Indebtedness  Eurodollar  Series  F-1971  maturing  on 
September  28,  1971.  These  certificates  will  be  retired  at  maturity  on  Septem- 
ber 28. 

The  disposition  of  other  outstanding  Eurodollar  certificates  will  be  determined 
and  announced  in  the  light  of  market  conditions  near  the  time  of  their  maturity. 


Exhibit    80. — Press   release,   October   4,    1971,    announcing   repayment    of   $551 
million  of  Eurodollar  certificates 

The  Treasury  announced  today  that  it  will  not  roll  over  the  $551  million  of 
6%  percent  Certificates  of  Indebtedness  Eurodollar  Series  G-1971  maturing  on 
October  12,  1971.  These  certificates  will  be  retired  at  maturity  on  October  12. 

The  disposition  of  other  outstanding  Eurodollar  certificates  will  be  determined 
and  announced  in  the  light  of  market  conditions  near  the  time  of  their  maturity. 


Exhibit   81. — Press  release,   October   18,   1971,  announcing  repayment   of  $551 
million  of  Eurodollar  certificates 

The  Treasury  announced  today  that  it  will  not  roll  over  the  $551  million  of  7% 
percent  Certificates  of  Indebtedness  Eurodollar  Series  H-1971  maturing  on  Octo- 
ber 26,  1971.  These  certificates  will  be  retired  at  maturity  on  October  26. 


Exhibit  82. — Press  release,  February  10, 1972,  announcing  Treasury  has  requested 
the  International  Monetary  Fund  to  withdraw  $544  million  in  gold 

The  Treasury  Department  today  announced  that  it  has  requested  the  IMF, 
prior  to  the  proposed  change  in  parity  of  the  dollar,  to  reclaim  from  the  Treas- 
ury $544  million  in  gold.  This  amoiuit  includes  the  repurchase  of  $400  million 
in  gold  which  the  IMF  has  the  right  to  repurchase  at  any  time  and  the  with- 
drawal of  $144  million  of  gold  which  the  IMF  maintains  on  deposit  in  connec- 
tion with  the  general  quota  increase  of  1965. 

The  United  States  believes  that  there  is  no  longer  a  compelling  reason  from 
the  standpoint  of  either  party  for  these  claims  on  the  U.S.  gold  stock  to  remain 
outstanding.  The  arrangements  underlying  these  gold  obligations  provide  that 
the  United  States  must  maintain  the  gold  value  of  the  respective  claims  by  the 
IMF  on  the  U.S.  gold  stock.  There  is,  therefore,  no  financial  consideration  or 
benefit  involved  for  either  party  in  the  choice  of  whether  the  repurchase  and  with- 
drawals are  made  before  or  after  the  parity  change  of  the  dollar. 

The  liquidation  of  these  claims  will  leave  a  U.S.  gold  stock  of  $9,662  million 
($10,490  million  at  the  proposed  new  ofiicial  price  of  $38  per  ounce)  free  of  all 
claims. 

The  IMF  sold  $800  million  in  gold  to  the  United  States  in  several  transactions 
during  the  years  1956,  1959  and  1960.  These  sales  were  made  to  the  United  States 
to  provide  the  IMF  with  funds  for  investment  in  U.S.  Treasury  debt  instruments 
to  supplement  its  income  in  order  to  assure  meeting  its  administrative  expenses 
without  reducing  capital  and  to  establish  a  reserve  for  this  purpose.  Half  of  this 
investment  was  eliminated  in  September  1970  by  the  repurchase  of  $400  million 
in  gold  by  the  IMF.  It  is  now  felt  the  remaining  $400  million  should  be  elimi- 
nated. The  Fund's  accumulated  reserves  are  now  approximately  $780  million,  of 
which  approximately  $415  million  have  been  realized  from  the  gold  investment. 
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The  $144  million  gold  deposit  in  connection  with  the  1965  general  quota  increase 
was  designed  to  mitigate  the  effects  on  the  U.S.  gold  stock  of  concentrated  pur- 
chases of  gold  from  the  United  States  by  other  countries  which  had  to  pay  gold 
to  the  IMF  as  part  of  the  sul)scription  to  their  (piota  increa.ses.  These  deposits 
originally  amounted  to  $250  million,  of  which  there  have  l)een  withdrawals  from 
time  to  time  totaling  $106  million.  Under  present  circumstances  there  appears  to 
be  no  useful  purpo.se  .served  in  continuing  to  stretch  out  withdrawals  of  the 
remaining  balance. 

These  two  obligations  are  specific  gold  liabilities  of  the  United  States  to  the 
International  Monetary  Fund.  They  were  not  affected  l)y  the  decision  of  last 
August  15  to  suspend  the  general  convertibility  of  dollars  into  gold.  There  are 
no  other  such  gold  liabilities  of  the  United  States.  The  re(iuested  li(niidation  of 
the.se  specitic  claims  against  the  U.S.  gold  stock  has  no  significance  or  implication 
with  re.si)ect  to  u.se  by  the  United  States  of  any  of  its  remaining  reserve  assets. 


Exhibit  83. — Press  release,  April  7,  1972,  announcing  special  securities  arrange- 
ment with  German  Bundesbank 

The  Treasury  today  announced  an  arrangement  with  the  German  Bunde.sbauk 
to  issue  to  the  Bundesbank  $2.5  billion  of  medium-term  special,  nonmarketalile 
Treasury  securities  in  exchange  for  a  like  amount  of  shorter  term  special,  non- 
marketable,  and  marketable  Treasury  securities  now  held  by  the  Bundesbank. 

This  arrangement  represents  a  c<»ntinuation  of  the  program  of  investments 
entered  into  with  the  Bundesbank  and  announced  in  .Tune  1071.  and  the  new 
investments  are  to  be  issued  <m  similar  terms  to  those  of  last  year. 

Of  the  total  of  $2.5  billion,  approximately  $600  million  is  being  exchanged  from 
shorter  term  special  nonmarketables  earlier  acipiired  by  the  Buiidesl)ank.  The 
remaining  $1.9  billion  will  be  exchanged  by  the  Treasury  for  short-term  market- 
able Treasury  bills  held  by  the  Bundesbank.  These  l)il!s,  which  have  weekly  ma- 
turity dates  spread  fairly  evenly  throughout  the  second  (piarter  of  this  year, 
will  be  available  for  gradual  sale  in  the  market  in  the  light  of  emerging  Treasury 
cash  recpiirements  and  market  conditions. 


Exhibit  84. — Press  release,  April  19,  1972,  announcing  agreement  on  text  of  a 
memorandum  of  understanding  between  Paris  Club  and  Chilean  Delegation 
concerning  rescheduling  of  the  Chilean  external  debt 

The  representatives  of  the  governments  of  the  Federal  Republic  of  Germany. 
Belgium,  Canada,  Denmark,  Spain,  the  United  States.  France,  Italy,  Japan,  the 
Netherlands,  the  United  Kingdom,  and  Switzerland  announced  today  that  they 
had  reached  agreement  on  the  text  of  a  memorandum  of  understanding  with  the 
government  of  Chile  regarding  the  rescheduling  of  their  external  debt.  Consider- 
ing the  Chilean  balance  of  payments  situation,  the  representatives  will  recom- 
mend to  their  governments  the  adoption  of  a  rescheduling  over  an  8-year  period, 
including  2  years  grace  of  70  percent  of  the  debt  service  (capital  and  interest) 
of  Chile  maturing  during  the  period  Xovember-December  1971  and  the  year  1972. 

During  the  various  meetings  of  the  Paris  Club  a  detailed  study  was  carried 
out  of  the  financial  and  economic  situation  of  Chile.  For  this  purpose  the  Chilean 
delegation  presented  complete  information  on  the  existing  and  prospective 
financial  situation  of  Chile.  The  IMF  presented  the  pertinent   reports. 

The  Chilean  representatives  presented  their  short-term  financial  objectives  and 
the  measures  their  government  is  taking  in  order  to  meet  tliese  (»bjectives. 

At  the  same  time,  the  (Miilean  rei»resentatives  continued  their  government's 
policies  of  recognition  and  of  payment  of  all  foreign  debt  and  its  acceptance  of 
the  principle  of  payment  of  just  compensation  for  all  nationalization  in  accordance 
with  Chilean  and  international  law.  Once  each  member  government  has  adopted 
the  memorandum  of  understanding  it  will  proceed  to  bilateral  negotiation  to 
implement  this  multilateral  agi-eement. 

The  creditor  countries  declared  their  willingness  to  examine  the  Chilean 
request  for  a  rescheduling  of  their  1973  debt  service  at  the  end  of  this  year  in 
the  light  of  the  Chilean  economic  situation. 
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Exhibit  85. — Press  release,  April  27,  1972,  announcing  U.S.  drawing  from  the 
International  Monetary  Fund 

The  Treasury  announced  today  that  in  a  unique  transaction  related  to  re- 
payment of  indebtedness  by  the  United  Kingdom  to  the  International  Monetary 
Fund,  the  United  States  on  April  28  will  draw  approximately  83  million  pounds 
sterling  from  the  International  Monetary  Fund.  The  drawing  is  in  an  amount 
equivalent  to  $217  million  at  the  prospective  new  dollar  parity,  and  equivalent 
to  SDR  200  million. 

The  technical  effect  of  this  U.S.  drawing  is  to  reduce  the  Fund's  holdings  of 
sterling  and,  thereby,  to  reduce  by  an  equivalent  amount  the  repurchase  obliga- 
tion of  the  United  Kingdom  to  the  Fund.  In  this  manner,  the  transaction  con- 
tributes to  the  total  repayment  by  the  United  Kingdom  of  approximately  .$1.1 
billion  owed  to  the  Fund  by  that  country  prior  to  this  dra\Wng. 

Pending  its  ultimate  disposition,  the  sterling  acquired  by  the  United  States 
enters  into  our  monetary  reserves. 


Exhibit  86.— Press  release.  May  5,  1972,  United  States  formally  notifies   the 
International  Monetary  Fund  of  dollar  devaluation 

Secretary  of  the  Treasury  John  B.  Connally  today  formally  notified  the 
Managing  Director  of  the  International  Monetary  Fund  of  the  intention  of  the 
United  States  to  change  the  par  value  of  the  dollar  from  one  thirty-fifth  to  one 
thirty-eighth  of  a  fine  troy  ounce  of  gold.  The  change  is  to  become  effective  at 
12  noon,  May  8, 1972. 

This  notification  by  the  Secretary  of  the  Treasury  represents  the  final  official 
step  by  the  United  States  to  fulfill  its  agreement  at  the  Smithsonian  last  Decem- 
ber to  devalue  the  dollar  by  raising  the  ofiicial  price  of  gold  from  $35  to  $38  an 
ounce.  It  follows  congressional  action,  completed  today,  on  appropriation  legisla- 
tion enabling  the  United  States  to  fulfill  its  so-called  maintenance  of  value 
obligations  resulting  directly  from  the  increase  in  the  oflScial  price  of  gold.  These 
obligations  call  for  increases  in  U.S.  subscriptions  to  the  IMF  and  other  inter- 
national financial  institutions  proportionate  to  the  gold  price  increase. 

The  notification  was  authorized  and  directed  by  the  Par  Value  Modification 
Act,  which  was  signed  into  law  hy  President  Nixon  on  March  31,  1972. 

Since  the  change  is  less  than  10  percent  of  the  initial  par  value  of  the  dollar 
under  the  Articles  of  Agreement  of  the  IMF,  approval  by  the  IMF  is  not  required. 

The  change  in  par  value  of  the  dollar  in  terms  of  gold  will  have  no  effect 
on  the  value  of  the  dollar  in  foreign  exchange  markets.  These  markets  have 
reflected  since  the  Smithsonian  agreement  in  December  the  change  in  exchange 
rates  agreed  to  and  announced  at  that  time. 


Exhibit    87. — Press    release,   June   23,    1972,   statement   concerning   floating   of 

British  pound  sterling 

The  Treasury  today  issued  the  following  statement : 

The  decision  of  the  British  Government,  in  response  to  speculative  pressure 
over  the  past  week,  to  permit  the  pound  sterling  to  float  for  a  temporary  period 
does  not,  as  the  British  authorities  have  emphasized,  reflect  the  existence  of  a 
fimdamental  disequilibrium  in  the  British  balance  of  payments.  The  Treasury.- 
has  been  in  touch  with  other  monetary  authorities,  and  we  share  their  conviction 
that  the  British  action  need  not  disturb  the  basic  exchange  rate  relationships 
established  by  the  Smith.s'onian  agreement. 

This  development  arises  out  of  particular  circumstances  in  the  British  situ- 
ation. A^Tiile  in  that  sen.se  the  origin  of  the  problem  is  limited,  it  does  focus  fresh 
attention  on  the  need  to  move  ahead  with  di.scussion  of  monetary  reform  and  to 
address  central  issues  of  the  proi^er  functioning  of  the  adjustment  process. 


Exhibit    88  — Other    Treasury    testimony    in    hearings    before    congressional 
committees,  July  1. 1971-June  30, 1972 

Acting  Secretary  of  the  Treasury  Walker 

Statement  to  be  published  in  hearings  on  the  Foreign  Assistance  and  Related 
Pr'ograms  Appropriations  for  fiscal  year  1973,  U.S.  Senate,  on  appropriation  re- 
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quests  for  the  International  Development  Association,  Inter-American  Develoi>- 
ment  Bank,  and  Asian  Development  Bank. 

Under  Secretary  for  Monetary  Affairs  Volcker 

Statement  piiblislied  in  hearings  before  the  Committee  on  Banking,  Housing 
and  Urban  Affairs,  U.S.  Senate,  D2d  Congress,  2d  session,  on  bills  to  mo<lif.v  the 
par  value  of  the  dollar,  February  22,  1972,  pp.  9-13. 

Assistant  Secretary  for  International  Affairs  Petty 

Statement  published  in  hearings  before  the  Subcommittee  on  Inter-American 
Affairs  of  the  Committee  on  Foreign  Affairs,  House  of  Repre-sentatives,  92d  Con- 
gress, 1st  session,  on  multilateral  financial  institutions  in  Latin  America,  July  19, 
1971,  pp.  96-102. 

Acting  Assistant  Secretary  for  International  Affairs  Hennessy 

Statement  given  March  1,  1972  and  to  be  published  in  hearings  before  the  Sub- 
committee on  Foreign  Operations  of  the  Committee  on  Appropriations,  House  of 
Representatives,  on  fiscal  year  1973  appropriations  for  the  International  De- 
velopment Association. 

Statement  given  March  8,  1972  and  to  be  published  in  hearings  of  the  Subcom- 
mittee on  Foreign  Operations  of  the  Committee  on  Appropriations.  House  of 
Representatives,  Fiscal  Year  1973  appropriations  for  the  International  Develop- 
ment Association. 


Mint  Operations 

Exhibit  89. — An  act  to  provide  for  the  striking  of  medals  in  commemoration  of 
the  bicentennial  of  the  American  Revolution 

[Public  Law  92-228,  92d  Congress,  H.R.  7987,  February  15,  1972] 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the     American 
United  States  of  America  in  Congress  assembled.  That  in  com-     bicentennial, 
memoration  of  the  bicentennial  of  the  birth  of  the  United  States     Commemorative 
and  the  historic  events  preceding  and  associated  with  the  Amer-     medals, 
ican  Revolution,   the  Secretary  of  the  Treasury    (hereafter  re- 
ferred to  as  the  "Secretary")  is  authorized  and  directed  to  strike 
medals  of  suitable  sizes  and  metals,  each  with  suitable  emblems, 
devices,  and  inscriptions  to  be  determined  by  the  American  Revo- 
lution  Bicentennial   Commission    (hereafter  referred  to  as  the 
"Commission")  subject  to  the  approval  of  the  Secretary. 

Sec.  2.  A  naticmal  medal  shall  be  struck  commemorating  the 
year  1776  and  its  significance  to  American  independence.  In  addi- 
tion to  the  national  medal,  a  maximum  of  thirteen  medals  each 
of  a  different  design  may  be  struck  to  commemorate  specific  his- 
torical events  of  great  importance,  recognized  nationally  as  mile- 
stones in  the  continuing  progress  of  the  United  States  of  America 
toward  life,  liberty,  and  the  pursuit  of  happiness. 

Sec.  3.  The  Secretary  shall  strike  and  furnish  to  the  Commis- 
sion such  quantities  of  medals  as  may  be  necessary,  vvith  a  mini- 
mum order  of  two  thousand  medals  of  each  design  or  size.  They  tVt'i'on. 
shall  be  made  and  delivered  at  such  times  as  may  be  required  by 
the  Commission,  but  no  medals  may  be  made  after  December  31, 
1983. 

Sec.  4.  The  medals  authorized  under  this  Act  are  national 
medals  within  the  meaning  of  section  3851  of  the  Revised  Stat- 
utes  (31  U.S.C.  368).  Rpv.  Stat.  3351. 

Sec.  5.  The  medals  shall  be  furnished  by  the  Secretary  at  a 
price  equal  to  the  cost  of  the  manufacture,  including  labor,  ma- 
terials, dies,  use  of  machinery,  and  overhead  expenses. 

Approved  February  15,  1972. 


Time  11ml- 


Cost. 
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Exhibit  90. — An  act  to  provide  for  the  striking  of  medals  in  commemoration  of 
the  First  United  States  International  Transportation  Exposition 

[Public  Law  92-266,  92d  Congress,  S.  3353,  March  30, 1972] 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of    First  U.S. 
the   United  States  of  America  in  Congress  assembled,  That,  in    Transpo*rtat1on 
commemoration  of  the  First  United  States  International  Trans-    Exposition, 
portation    Exposition,    to   be   held   at   Dulles    Airi)ort,    May    27    Commemorativo 
through  June  4,   1972,  the  Se-cretary  of  the  Treasury    (herein-    "^^  ^  ^' 
after  referred  to  as  the  "Secretary")  is  authorized  and  directed 
to  strike  medals  of  suitable  sizes  and  metals,  and  with  suitable 
emblems,    devices,    and    inscriptions    to    be    determined    by    the 
Secretary   of  Transjyortation,    subject   to   the   approval   of   the 
Secretary.  Cost. 

Sec.  2.  The  Secretary  shall  furnish  the  medals  to  the  Secretary 
of  Transportation  at  a  price  equal  to  the  cost  of  the 
manufacture. 

Sec.  3.  The  Secretary  shall  also  cause  such  medals  to  be 
sold  by  the  mint,  as  a  list  medal,  under  such  regulations  as  he 
may  prescribe,  at  a  price  sufficient  to  cover  the  cost  thereof, 
including  labor,  materials,  dies,  use  of  machinery,  and  over- 
head expenses. 

Approved  March  30, 1972. 


Exhibit  91. — White  House  announcement,  March  23,  1972,  concerning  the  trans- 
fer of  the  old  San  Francisco  Mint  from  GSA  to  the  Department  of  the 
Treasury  for  restoration  by  the  Bureau  of  the  Mint 

The  President  has  announced  transfer  of  the  old  San  Francisco  Mint  from 
the  GSA  to  the  Treasury  for  restoration  by  the  Bureau  of  the  Mint  and  use  by 
the  Federal  Government  and  the  public. 

The  structure,  dedicated  in  1874  and  a  survivor  of  the  San  Francisco  earth- 
quake, has  been  vacant  since  1968. 

The  Bureau  of  the  Mint  will  house  its  Numismatic  Service  Division  and  data 
processing  department  (now  in  an  annex  to  the  new  Mint)  in  the  old  Mint  and 
also  will  develop  an  educational  and  historical  museum  for  public  use. 

The  building  was  declared  a  national  historic  landmark  in  1961.  On  May  13, 
1971,  the  President  signed  an  Executive  Order  on  protection  and  enhancement 
of  the  cultural  environment  directing  Federal  agencies  to  determine  the  historical 
significance  of  properties  and  to  assure  that  no  properties  be  sold,  altered,  or 
demolished  until  such  an  evaluation  could  be  made.  At  that  time,  he  said :  "As 
we  approach  the  American  Bicentennial,  it  is  fitting  that  we  devote  greater  at- 
tention to  the  protection  and  enhancement  of  our  cultural  heritage." 


Exhibit  92. — Press  release,  April  27,  1972,  announcing  new  White  House  medal 

The  United  States  Mint  introduced  its  new  White  House  medal  at  the  Con- 
gressional Club's  annual  noon  breakfast  in  the  Nation's  Capital  in  honor  of  the 
First  Lady,  Director  of  the  Mint  Mrs.  Mary  Brooks  announced  today. 

By  special  order  paid  for  by  the  Congressional  Club,  composed  of  wives  and 
close  relatives  of  congressmen,  a  limited  edition  of  40  i>ercent  silver  proof  quality 
specimens  were  struck  to  launch  the  new  bronze  list  medal  which  becomes  a  part 
of  the  Mint's  miniature  bronze  Presidential  medal  series,  lA"  in  diameter.  The 
miniature  Presidential  medals  are  replicas  of  the  official  3"  medals  of  the 
Presidents. 

The  front  of  the  medal  shows  the  north  portico  of  the  White  House.  The  ini- 
tials E.  Z.  S.  appearing  at  lower  right  are  those  of  the  designer  Edgar  Z.  Steever. 
a  sculptor-engraver  at  the  Philadelphia  Mint. 

The  Mint's  chief  sculptor-engraver,  Frank  S.  Gasparro,  executed  the  seal  of  the 
President  of  the  United  States  api>earing  on  the  back.  It  originally  appeared  on 
the  reverse  of  President  Nixon's  oflScial  medal. 

The  new  bronze  White  House  medal  is  available  by  mail  order  from  the  Phil- 
adelphia Mint,  Philadelphia,  Pennsylvania  19130,  at  GOcj:  each,  and  over-the- 
counter  at  the  Treasury  Department's  Exhibit  Hall,  Wa.shington.  D.C.,  the  mints 
at  Philadelphia  and  Denver,  Colorado,  and  the  San  Francisco  Assay  Office,  San 
Francisco,  California,  at  50(!-  each. 
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Organization  and  Procedure 

Exhibit  93. — Treasury  Department  orders  relating  to  organization  and  procedure 

No.  H2,  Supplement  1.  Aprii,  20,  1072. — Transfer  of  Departmental  Security 

FUNCTIONS 

By  virtue  of  the  juithority  granted  to  the  Secretary  by  Reorganization  Plan 
Xo.  2(5  of  m.lO,  and  delegated  to  me  by  Treasury  Order  No.  190   (Revision  7). 
the  Office  of  Se<^'urity  is  hereliy  abolished  and  its  functions,  with  related  staffing 
and  records,  transferred  as  follows  : 
To  the  Office  of  Personnel : 

Personnel  security,  pursuant  to  K.  ().  10450,  as  aniendwl. 
To  the  Office  of  Administrative  Programs  : 
Document  security 
( 'onnnunications  security 
Buildings  security 
Industrial  securit.v  program 

pursuant  to  K.  O.  lOSd"),  as  amended. 
Program  jjrovisions  of  the  following  issuances  remain  in  effect,  modified  only 
to  the  extent  of  the  above  transfer  of  functions  : 

1.  Treasurv  Department  Order  Xo.  .S2,  Revi.sed  .VO/lJtJ 

2.  TDO  Xo.  1(>0,  Revised  7/16/6S 
;{.  TDOXo.  im-i 

4.  TDOXo.  100-3 

.").  TDO  Xo.  194,  Rev.  2 

(i.  TDO  Xf).  209.  R<nised  2/0/69 

7.  Treasury  Persoiniel  Manual  Chapter  73(> 

8.  Admin.  Circular  Xo.  208,  4/r)/7] 

9.  Admin.  Circular  Xo.  191 
10.  OAP  Order  Xo.  1 

Warren  F.  Brecht. 
Assistant  Secretary  for  Ail  mini  strut  ion. 


No.  150-75,  August  19,  1971. — Deltoation  of  Authority 

The  authority  delegated  to  the  Secretary  of  the  Treasury  by  Office  of  Emer- 
gency Preparedness  Econcmiic  Stabilization  Order  1  of  August  19.  1971.  is  hereby 
redelegated  to  the  Commissioner  of  Internal  Revenue.  The  Commissioner  may 
redelegate  this  authority  to  any  officer  or  employee  of  the  Internal  Revenue 
Service. 

Under  the  terms  of  Section  4(d)  of  Executive  Order  11615  of  August  15,  1971, 
all  Treasury  bureaus  and  organizations  are  available  to  assist  Internal  Revenue 
Service  in  carrying  out  the  respcmsibilities  assigned  by  this  delegation. 

John  B.  Connally'. 
Secretary  of  the  Treasury. 


Xo.  150-78,  April  24,  1972. — Delegation  of  Authority  to  the  Commissioner  of 
Internal  Revenue  To  Deny  Requests  for  Exemptions  That  Are  the  Same 
OR  Substantially  the  Same  as  Exemption  Requests  Considered  and  Denied 
BY  the  Cost  of  Living  Council 

By  virtue  of  the  authority  delegated  to  me  as  Secretary  of  the  Treasury  by  Cost 
of  Living  Council  Order  Xo.  9  (37  F.R.  6883).  the  authority  delegated  is  here'l)y 
rech'legated  to  the  Commissioner  of  Internal  Revenue. 

The  authority  delegated  herein  .shall  be  exerci.sed  in  consultation  with  the 
Secretary,  and  where  major  policy  issues  are  involved,  with  the  approval  of  the 
Secretary. 

This  order  shall  l>e  effective  at  12  :01  a.m.,  April  24.  1972. 

,ToHN  B.  Connally. 
Secretary  of  the  Treasury. 
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No.  170-12,  January  15,  1972. — Transfer  of  Functions  in  the  Office  of  the 

Secretary 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including  tlie 
authority  of  Reorganization  Plan  No.  26  of  1950,  I  liereby  transfer  as  of  this  date 
responsibility  for  supervision  of  the  Director,  Office  of  Debt  Analysis,  from  the 
Assistant  Secretary  (Economic  Policy)  to  the  Special  Assistant  to  the  Secretary 
(Debt  Management). 

John  B.  Connaxly, 
Secretary  of  the  Treasury. 


No.  200,  Amendment  2,  May  22,  1972. — Organizational  Change,  Office  of  the 
Assistant  Secretary  for  Administration 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  by  Reorgani- 
zation Plan  No.  26  of  1950,  and  pursuant  to  the  authority  delegated  to  me  by 
Treasury  Department  Order  No.  190  (Revision  7),  the  Office  of  Planning  and 
Program  Evaluation  (OPPE)  is  disestablished  and  its  functions,  positions,  per- 
sonnel, property,  and  records  are  transferred  to  the  Office  of  Management  and 
Organization  (OMO)  effective  June  1,  1972. 

The  functions  of  OPPE  which  are  transferred  to  OMO  for  continuation  as  the 
responsibility  of  the  new  Planning  and  Evaluation  Division  include,  but  are  not 
limited  to,  the  following  : 

Maintain  a  comprehensive  system  of  long-range  planning  that  provides  spe- 
cific guidelines  for  use  by  Office  of  the  Secretary  and  bureau  officials  in 
systematically  planning  or  modifying  programs  and  activities. 
Review  and  evaluate  the  program  structure  for  the  Department  of  the  Treas- 
ury with  a  view  to  achieving  optimal  integration  and  coordination  of  mis- 
sions, operations,  and  activities. 
Review  and  evaluate  Treasury  programs  and  activities  in  terms  of  costs  and 
benefits,  including  the  identification,   development,   and   analysis  of  eco- 
nomic alternatives  and/or  cost-benefit  relationships  of  existing  and  pro- 
posed i)rograms  and  activities. 
Formulate  proposals  for  the  effective  and  economical  execution  of  programs, 
including  proposals  for  modification,  curtailment,  elimination,  or  expan- 
sion of  programs  and  activities. 
Coordinate  the  development  of  management  information  systems  throughout 
the  Department  to  permit  continuing  analysis  of  actual  versus  planned 
programs  and  activities. 
This  Order  supersedes  Treasury  Order  No.  206  of  December  18,  1965.  All  other 
orders  and  regulations  concerning  the  former  Office  remain  in  effect  to  the  ex- 
tent their  provisions  are  not  in  conflict  with  this  Order. 

Warren  F.  Brecht, 
Assistant  Secretary  for  Administration. 


No.  213-1,  November  4,  1971. — Transfer  of  Function  Within  the 
Bureau  of  the  Mint 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  by  Reor- 
ganization Plan  No.  26  of  1950.  and  by  virtue  of  the  authority  vested  in  me 
as  Assistant  Secretary  of  the  Treasury,  by  Treasury  Department  Order  No.  190 
(Revision  7),  I  hereby  transfer,  effective  November  4,  1971,  all  of  the  functions 
of  the  engraver  of  the  mint  at  Philadelphia,  with  respect  to  the  manufacture 
of  master  dies,  hubs,  and  working  dies  for  coinage  and  master  dies,  hubs,  and 
working  dies  for  national  and  other  medals,  to  the  Director  of  the  Mint,  to 
be  performed  by  her  through  such  officers  and  employees  of  the  Bureau  of  the 
Mint  and  at  such  ^lint  institution  or  institutions  as  she  may  designate. 

William  L.  Dickey, 
Acting  Assistant  Secretary  of  the  Treasury. 
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No.  221,  June  6,  1972. — Establishment  of  the  Bureau  of  Alcohol, 
Tobacco  and   Fhiearms 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  in- 
cluding the  authority  in  Reorganization  Plan  No.  26  of  1950,  it  is  ordered  tliat: 

1.  The  purpo.se  of  this  Order  is  to  transfer,  as  specified  herein,  the  functions, 
powers  and  duties  of  the  Internal  Revenue  Service  arising  under  laws  relating 
to  alcohol,  tobacco,  firearms,  and  exi)losives,  (including  the  Alcohol,  Tobacco 
and  Firearms  Division  of  the  Internal  Revenue  Service)  to  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms  (hereinafter  referred  to  as  the  Bureau)  which 
is  hereby  established.  The  Bureau  shall  be  headed  by  the  Director,  Bureau 
of  Alcohol,  Tobacco  and  Firearms)  hereinafter  referred  to  as  the  Director). 
The  Director  shall  perform  his  duties  under  the  general  direction  of  the  Secre- 
tary of  the  Treasury  (hereinafter  referred  to  as  the  Secretary)  and  under  the 
sui>ervision  of  the  Assistant  Secretary  (Enforcement,  Tariff  and  Trade  Affairs, 
and    Operations)     (hereinafter    referred    to    as    the    Assistant    Secretary). 

2.  The  Director  shall  perform  the  functions,  exercise  the  powers,  and  carry 
out  the  duties  of  the  Secretary  in  the  administration  and  enforcement  of  the 
following  provisions  of  the  law  : 

(a)  Chapters  51,  52,  and  53  of  the  Internal  Revenue  Code  of  1954  and 
sections  7652  and  765.3  of  such  Code  insofar  as  they  relate  to  the  commodities 
subject  to  tax  under  such  chapters  ; 

(b)  Chapters  61  to  80,  inclusive,  of  the  Internal  Revenue  Code  of  1954, 
insofar  as  they  relate  to  activities  administered  and  enforced  with  resi)ect  to 
chapters  51,  52,  and  53 ; 

(c)  The  Federal  Alcohol  Administration  Act  (27  U.S.C.  Chapter  8)  : 

(d)  18  U.S.C.  Chapter  44  (relating  to  firearms)  : 

(e)  Title  VII,  Omnibus  Crime  Control  and  Safe  Streets  Act  of  1968 
(18  U.S.C.  Appendix,  sections  1201-1203)  ; 

(f )  18  U.S.C.  1262-1265  ;  1952  :  3615  (relating  to  liquor  traffic)  : 

(g)  Act  of  August  9,  1939  (49  U.S.C.  Chapter  11)  :  insofar  as  it  involves 
matters  relating  to  violations  of  the  National  Fireanns  Act ; 

(h)   18  U.S.C.  Chapter  40  (i*elating  to  explosives)  :  and 

(i)  Section  414  of  the  Mutual  Security  Act  of  1954,  as  amended  (22  U.S.C. 
1934)  relating  to  the  control  of  the  importation  of  arms,  ammimition  and  im- 
plements of  war. 

3.  All  functions,  powers  and  duties  of  the  Secret^nry  which  relate  to  the  ad- 
ministration and  enforcement  of  the  laws  specified  in  paragraph  2  hereof  are 
delegated  to  the  Director.  Regulations  for  the  purposes  of  carrying  out  the  func- 
tions, powers  and  duties  delegated  to  the  Director  may  be  issued  by  him  witli 
the  approval  of  the  Secretary. 

4.  (a)  All  regulations  prescribetl,  all  rules  and  instructions  issued,  and  all 
forms  adopted  for  the  administration  and  enforcement  of  the  laws  specified 
in  paragraph  2  hereof,  which  are  in  effect  or  in  use  on  the  effective  date  of  this 
Order,  shall  continue  in  effect  as  regulations,  rules,  instructions  and  forms 
of  the  Bureau  until  superseded  or  revised  ; 

(b)  All  existing  activities  relating  to  the  collection,  processing,  depositing, 
or  accounting  for  taxes  (including  penalties  and  interest),  fees,  or  other  moneys 
under  the  laws  specified  in  paragraph  2  hereof,  shall  continue  to  be  performed 
by  the  Commissioner  of  Internal  Revenue  to  the  extent  not  now  performed  by 
the  Alcohol,  Tobacco  and  Firearms  Division  or  the  Assistant  Regional  Com- 
missioners (Alcohol,  Tobacco  and  Firearms),  until  the  Director  shall  other- 
wise proxnde  with  the  approval  of  the  Secretary  ; 

(c)  All  existing  activities  relating  to  the  laws  specified  in  paragraph  2 
hereof  which  are  now  performed  by  the  Bureau  of  Customs,  shall  continue  to 
be  performed  by  such  Bureau  until  the  Director  shall  otherwise  provide  with 
the  approval  of  the  Secretary. 

5.  (a)  The  terms  '"Director,  Alcohol,  Tobacco  and  Firearms  Division"  and 
"Commissioner  of  Internal  Revenue"'  wherever  used  in  regulations,  rules,  in- 
structions, and  forms,  issued  or  adopted  for  the  administration  and  enforcement 
of  the  laws  specified  in  paragraph  2  here<if,  which  are  in  effect  or  in  use  on  the 
effective  date  of  this  Order,  shall  be  held  to  mean  the  Director. 

(b)  The  terms  "Assistant  Regional  Commissioner"  wherever  used  in  such 
regulations,  rules,  instructions,  and  forms,  shall  be  held  to  mean  Regional 
Director. 

(c)  The  terms  "internal  revenue  officer"  and  "officer,  employee  or  agent  of 
the  internal  revenue"  wherever  used  in  such  regulations,  rules,  instructions  and 
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forms,  in  any  law  specified  in  paragraph  2  above,  and  in  18  U.S.C.  1114,  shall 
include  all  ofiicers  and  employees  of  the  United  States  engaged  in  the  adminis- 
tration and  enforcement  of  the  laws  administered  by  the  Bureau,  who  are 
appointed  or  employed  by,  or  pursuant  to  the  authority  of,  or  who  are  subject 
to  the  directions,  instructions  or  orders  of,  the  Secretary. 

(d)  The  above  terms,  when  used  in  regulations,  rules,  instructions  and 
forms  of  government  agencies  other  than  the  Internal  Revenue  Service,  which 
relate  to  the  administration  and  enforcement  of  the  laws  specified  in  paragraph 
2  hereof,  shall  be  held  to  have  the  same  meaning  as  if  used  in  regulations, 
rules,  instructions  and  forms  of  the  Bureau. 

6.  (a)  There  shall  be  transferred  to  the  Bureau  all  positions,  personnel,  records, 
property,  and  unexpended  balances  of  appropriations,  allocations,  and  other 
funds  of  the  Alcohol,  Tobacco  and  Firearms  Division  of  the  Internal  Revenue 
Service,  including  those  of  the  Assistant  Regional  Commissioners  (Alcohol, 
Tobacco  and  Firearms),  Internal  Revenue  Service. 

(b)  In  addition,  there  shall  be  transferred  to  the  Bureau  such  other  posi- 
tions, personnel,  records,  property,  and  unexpended  balances  of  appropriations, 
allocations,  and  other  funds,  as  are  determined  by  the  Assistant  Secretary  for 
Administration,  in  consultation  with  the  Assistant  Secretary,  the  Director,  and 
the  Commissioner  of  Internal  Revenue,  to  be  necessary  or  appropriate  to  be 
transferred  to  carry  out  the  purposes  of  this  Order. 

(c)  There  shall  be  transferred  to  the  Chief  Counsel  of  the  Bureau  such 
functions,  powers  and  duties,  and  such  positions,  personnel,  records,  property, 
and  unexpended  balances  of  appropriations,  allocations,  and  other  funds,  of  the 
Chief  Counsel  of  the  Internal  Revenue  Service  as  the  General  Counsel  of  the 
Department  shall  direct. 

7.  All  delegations  inconsistent  with  this  Order  are  revoked. 

8.  This  order  shall  become  effective  July  1, 1972. 

Charls  E.  Walker, 
Acting  Secretary  of  the  Treasury. 


No.  150-77,  March  9,  1972. — Delegation  of  Authority  Regarding  Implementa- 
tion OF  Stabilization  of  Prices,  Rents,  Wages  and  Salaries 

In  view  of  the  changes  made  in  the  Economic  Stabilization  Act  of  1970,  as 
amended  by  the  enactment  of  the  Economic  Stabilization  Act  Amendments  of 
1971,  I  have  detennined  that  it  would  be  appropriate  to  clarify  the  authority  of 
the  Commissioner  of  Internal  Revenue  with  respect  to  implementation  of  stabiliza- 
tion of  prices,  rents,  wages  and  salaries. 

By  virtue  of  the  authority  delegated  to  me  as  Secretai-y  of  the  Treasury  by  Cost 
of  Living  Council  Order  No.  8  (37  F.R.  2727),  Price  Commission  Order  No.  2 
(37  F.R.  3212)  and  Pay  Board  Order  No.  4  (37  F.R.  3792),  the  authority  is  hereby 
redelegated  to  the  (Commissioner  of  Internal  Revenue  effective  as  of  the  dates 
stated  in  the  Orders.  This  authority  includes,  effective  December  30,  1971,  the 
authority  to  receive  and  process  revised  price  schedules  and  statements  sub- 
mitted Ity  institutional  providers  of  health  services  and  to  investigate  and  approve 
allowable  capital  improvement  rent  increases  in  accordance  with  the  standards 
set  forth  in  Parts  300  and  301  of  the  Economic  Stabilization  Regulations. 

The  authority  delegated  herein  shall  be  exercised  in  consultation  with  the  Secre- 
tary, and  where  major  policy  issues  are  involved,  with  the  approval  of  the 
Secretary. 

Except  as  otherwise  provided,  this  order  shall  be  effective  as  of  December  22, 
1971. 

John  B.  Connally, 
Secretary  of  the  Treasury. 


No.  128  (Rev.  4),  March  1,  1972. — Office  of  Foreign  Assets  Control,  Authority 

AND  Functions 

Treasury  Department  Order  No.  128  (Revision  3)  is  amended  to  read  as  follows  : 
"By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury  I  hereby 

order  that : 
"(1)   There  is  established  in  the  Treasiiry  Department  the  Office  of  Foreign 

Assets  Control,  successor  to  Foreign   Funds   Control.   The  Office  shall   function 
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under  the  iinniediate  snijervisiou  of  a  Director  of  Foreign  Assets  Control,  who 
shall  !)('  designated,  with  my  approval,  by  the  Special  Assistant  to  the  Secretary 
(National  Security  Affairs).  The  Director  shall  report  to  the  Special  Assistant 
to  the  Sec-retary  (National  Security  Affairs). 

"(2)  The  Director  of  Foreign  Assets  Control  shall  exercise  and  perform  al/ 
authority,  duties,  and  functions  which  I  am  authorized  or  required  to  exercise 
or  perform  under 

(a)  Sections  3  and  5(b)  of  the  Trading  with  the  Enemy  Act,  as  amended, 
and  any  proclamations,  orders,  regulations,  or  rulings  that  have  been  or  may 
be  issued  thereunder,  and 

(b)  Executive  Order  11322  of  .January  .").  1967,  and  Executive  Order  11419 
of  July  29.  196S,  issued  pursuant  to  Section  r»  of  the  T'nited  Nations  Participa- 
tion Act  of  194")  and  all  other  authority  residing  in  the  I'resident. 

"(3)  The  Director  of  Foreign  Assets  C(tntrol  shall  be  assisted  in  the  exercise 
and  performance  of  such  authority,  duties,  and  functions  by  such  assistants  and 
other  staff  as  jnj^.v  be  appointed  or  detailed  for  the  purpose. 

"  (4 )   This  Order  shall  take  effect  immediately." 

JOIIX    B.    CONNALLY, 

Secretary  of  the  Treasury. 


No.  150-76.  November  13,  1971. — Delegation  of  Authority  Conce21ning 
Implementation  of  Stabilization  of  Prices,  Rents,  Wages,  and  Salaries 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
that  delegated  to  me  by  Cost  of  Living  Council  Order  No.  5,  Price  Commission 
Order  No.  1,  and  Pay  Board  Order  No.  1,  the  authority  delegated  to  me  by  those 
Orders  is  hereby  redelegated  to  the  Commissioner  of  Internal  Revenue  except 
as  to  the  authority  set  forth  in  section  1(c)  of  each  of  the  Orders  relating  to  the 
issuance  of  rulings  respecting  the  regulations  and  other  guidance  issued  by  the 
Cost  of  Living  Council,  Price  Commission,  and  Pay  Board,  which  is  redelegated 
to  the  General  Counsel  of  the  Treasury.  The  authority  vested  in  the  Commissioner 
and  the  General  Counsel  by  this  order  may  l)e  redelegated  by  them. 

The  authority  delegated  herein  shall  be  exercised  in  consultation  with  tlie  Sec- 
retary, and  where  major  policy  issues  are  involved,  with  the  approval  of  the 
Secretary. 

There  is  hereby  established  in  the  National  Office  of  the  Internal  Revenue  Serv- 
ice the  Office  of  Assistant  Commissioner  (  Stabilization).  This  office  is  resiwnsible 
for  administering  the  service  and  compliance  functions  under  the  Economic  Sta- 
bilization Act  of  1970,  as  amended.  Authority  is  also  granted  to  establish  appro- 
priate additional  supporting  organizational  structure  at  botli  the  headquarters 
and  field  levels  to  carry  out  this  responsibility. 

Under  the  terms  of  section  3  of  each  of  the  Orders  referred  to  above,  all  Treas- 
ury bureaus  and  organizations  are  available  to  assist  the  Internal  Revenue  Serv- 
ice in  carrying  out  tlie  resix)nsibilities  assigned  by  this  delegation. 

This  order  shall  be  effective  at  12  :01  a.m.,  November  14,  1971. 

John  B.  Connally, 
Secretary  of  the  Treasury. 


No.  107,  Revision  15,  June  30.  1972. — Authority  To  Affix  Seal  of  the  Treasury 

Department 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  conferred  by  5  U.S.C.  301,  and  by  virtue  of  the  authority  delegated 
to  me  by  Treasury  Department  Order  No.  190  (Revised),  it  is  lieivby  ordered 
that : 

1.  Except  as  provided  in  paragraph  2,  the  following  officers  are  authorized  to 
affix  the  Seal  of  the  Treasury  Department  in  the  authentication  of  originals  and 
copies  of  books,  records,  pai)ers,  writings,  and  documents  of  the  Department,  for 
all  puri>oses,  including  the  puii)oses  authorized  by  28  U.S.C.  1733  (b)  : 
(a)   In  the  Office  of  Central  Services.  Office  of  the  Secretary  : 

(1)  Director,  Office  of  Central  Services 

(2)  Chief,  Communications  and  Per.-^onal  Proix'rty  Division 

(3)  Chief,  Printing  and  Reproduction  Division 

(4)  Chief,  Rwords  Management  Branch 

(5)  Chief,  Directives  Control  and  Distribution  Section 
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(b)  In  the  Internal  Revenue  Service  : 

(1)  Gommissioner  of  Internal  Revenue 

(2)  Assistant  Commissioner    (Compliance)   and  Deputy  Assistant 
Commissioner  (Compliance) 

(3)  Chief,    Disclosure    Staff,    OflSce    of    Assistant    Commissioner 
(Compliance) 

(c)  In  the  Bureau  of  Customs  : 

(1)  Commissioner  of  Customs 

(2)  Deputy  Couimissioner  of  Customs 

(3)  Assistant  Commissioner  of  Customs  (Administration) 

(4)  Assistant  Commissioner  of  Customs  (Investigations) 

(5)  Assistant  Commissioner  of  Customs  (Operations) 

(6)  Assistant  Commissioner  of  Customs  (Regulations  and  Rulings) 

(d)  In  the  Bureau  of  the  Public  Debt : 

( 1 )  Commissioner  of  the  Public  Debt 

(2)  Deputy  Commissioner  in  Charge  of  the  Chicago  Office 

(3)  Assistant  Deputy  Commissioner  in  Charge  of  the  Chicago  Office 
(6)   Assistant  Commissioner  of  Customs    (Regulations  and  Rulings 

(1)  Director 

(2)  Deputy  Director 

(3)  Regional  Directors 

(4)  Assistant  Director  (Criminal  P^nforcement) 

(5)  Chief,  Firearms  and  Explosives  Division 

(6)  Chief,  Firearms  Branch,  Firearms  and  Explosives  Division 

2.  Copies  of  documents  which  are  to  be  published  in  the  Federal  Register  may 
be  certified  only  by  the  officers  named  in  i>aragraph  1(a)  of  this  Order. 

3.  The  Director  of  Central  Services,  the  Commissioner  of  Internal  Revenue, 
the  Commissioner  of  the  Public  Debt,  and  the  Director,  Bureau  of  Alcohol,  To- 
bacco and  Firearms  are  authorized  to  procure  and  maintain  custody  of  the  dies  of 
the  Treasury  Seal. 

The  officers  authorized  in  paragraph  1(c)  may  make  use  of  such  dies. 
Treasury  Department  Order  No.  107  (Revision  No.  14)  is  .superseded. 

Warren  F.  Brecht, 
Assistant  Secretary  for  Administration. 


Advisory  Committees 

Exhibit  94. — Advisory  committees  utilized  by  the  Department  of  the  Treasury 
under  Executive  Order  11007,  superseded  by  Executive  Order  11671,  dated 
June  5, 1972 

OflSce  of  the  Secretary 

DEBT  MANAGEMENT  COMMITTEES 

The  Department  of  the  Treasury,  in  connection  with  debt  management  duties, 
uses  in  an  advisory  capacity  the  services  of  a  number  of  committees  represent- 
ing organizations  which  form  a  cross  section  of  the  American  financial  com- 
munity. The  committees  meet  periodically,  at  the  invitation  of  the  Treasury,  to 
discuss  and  advise  upon  current  and  future  Federal  financings.  The  Treasury 
finds  discussions  with  the  advisory  groups  to  be  of  great  value,  primarily  in 
assessing  the  general  market  sentiment  prior  to  a  major  i-efinancing  of  maturing 
obligations.  Their  recommendations  are  carefully  considered  by  Treasury  officials 
and  serve  as  a  part  of  the  background  environment  for  the  final  financing 
decisions.  These  committees  are  as  follows  : 

American  Bankers  Association,  Government  Borrowing  Committee 
Securities  Industry  Association  (formerly  known  as  the  Investment  Bankers 

Association  of  America),   Government   Secui'ities  and  Federal  Agencies 

Committee 
National  Association  of  Mutual  Savings  Banks,  Committee  on  Government 

Securities  and  the  Public  Debt 
Life  Insurance  Association  of  America  and  American  Life  Convention,  Joint 

Committee  on  Economic  Policy 
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U.S.  Savings  and  Loan  League,  Xational  League  of  In.sured  Savings  A.ssocia- 
tions.  The  Advisory  Committee  on  (Jovernmeut  Securities  of  tlie  Savings 
and  Loan  Business 
Independent   Bankers   As.sociation   of  America.    (Joverunient    Fiscal   Polic.v 
Committee 
Four  meetings  were  held  with  the  Government  Borrowing  Committee  of  the 
American  Bankers  Association  in  fiscal  1972,  cm  July  20-21.  Octoher  2C>-27,  ,Tanu- 
ary  25-26,  and  April  25-26.  Membership  of  the  Committee  was  as  follows : 

Robert  M.  Surdam  President  and  Chief  Executive  Officer,  Xational 

Bank  of  Detroit.  Detroit.  Mich. 
President,    South    Des    Moines    Xational   Bank, 

Des  Moines,  Iowa 
Chairman    of    the    Board.    The    First   National 

Bank,  Chicago,  111. 
Chairman   of  the   Board   and   Chief   Executive 

OflScer,    Deposit    (Juaranty     Xational    Bank, 

Jack.son,  Miss. 
Chairman   of  the  Board,   Bankers  Trust  Com- 
pany, Xew  York,  N.Y. 
President  and  Chief  F^xecutive  Officer.  Bank  of 

America.  X.T.  &  S.A.,  San  Francisco,  Calif. 
President,  Wells  Fargo  Bank,  N.A.,  San  Fi-an- 

cisco,  Calif. 
Chairman  and  Chief  Executive  Officer,   C<mti- 

nental  Illinois  Natitmal  Bank  and  Trust  Com- 
pany, Chicago,  111. 
Chairman  and  Chief  Executive  Officer,   Noi-th- 

western  National  Bank,  Minneapolis,  Minn. 
Chairman    of    the    Board,    The    Fidelity    Bank. 

Philadelphia.  Pa. 
Chairman  of  Trust  Board,  First  National  Bank 

of  Boston,  Boston,  Mass. 
Chairman  and  I'resident,  Tower  Grove  Bank  and 

Trust  Company,  St.  Louis,  Mo. 
Chairman  of  the  Board,  First  National  Bank  of 

Commerce,  New  Orleans,  La. 
Chairman    and    Chief    Executive    Officer,    The 

Chase  Manhattan  Bank,  N.A.,  New  York.  N.Y. 
Partner,   Brown  Brothers  Ilarriman  and  Com- 
pany, New  York,  N.Y. 
President,    National    Shawnnit    Bank,    Boston, 

Mass. 
Executive    Vice    I'resident.    First    I'ennsylvauia 

Bank,  Philadelphia,  Pa. 
Senior  Vice  President,  First  National  Citv  Bank. 

New  York,  N.Y. 
Senior     Vice     President,     Continental     Illinois 

Xational  Bank  and  Trust  Companv.  Chicago, 

111. 
Senior  Vice  President,  Bank  of  America.  N.T. 

&  S.A.,  San  Francisco,  Calif. 
Chairman  and  Chief  Executive  Officer,  American 

Xational  Bank  and  Trust  Company,  Chicago, 

111. 
President,    The    F^irst   National    Bank,    Denver, 

Colo. 
President,   Security  Bank  and  Trust  Company. 

Owatonna,  Minn.  Effective  Noveml)er  IT),  1071, 

Vice    President,     Northwest    Bancorporatioii, 

Minneapolis,  IMiini. 
Chairman  of  the  Board  and  President,  Xational 

Savings    and    Trust    Comi»anv,    Washington, 

B.C. 
President,   Texas  Commerce   Bank,   N.A..   Hous- 
ton, Tex. 


(Chairman) 
Thomas  O.  Cooper 

(iaylord  Freeman 

Russ  M.  Johnson 

William  H.  Moore 
A.  W.  Clausen 
Richard  P.  Cooley 
Donald  M.  Graham 

.lohn  A.  Moorehead 
Howard  C.  Peterson 
Paul  I.  Wren 
Rol)ert  J.  Gaddy 
John  A.  Oulliber 
David  Rockefeller 
Robert  V.  Roosa 
Thomas  Trigg 
Charles  J.  Gable,  Jr. 
John  J.  Larkin 
Donald  C.  Miller 

Leland  S.  Prussia,  Jr 
Allen  P.  Stults 

P]ugene  H.  Adams 
Clifford  C.  Sommer 

Douglas  R.  Smith 
Ben  F.  Love 
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Herbert  P.  Patterson 

James  R.  Sheridan 

Mills  H.  Anderson 
James  W.  Aston 

George  S.  Craft 

George  S.  Eccles 

Nat  S.  Rogers 

William  T.  Heffelfinger 
Hampton  A.  Rabon 
William  Ford 
John  Holton 


President,   The   Chase  Manhattan   Bank,   N.A., 

New  York,  N.Y. 
Senior  Vice  President,  North  Carolina  National 

Bank,  Charlotte,  N.C. 
President,  Bank  of  Carthage,  Carthage,  Mo. 
Chairman  of  the  Board,  Republic  National  Bank 

of  Dallas,  Dallas,  Tex. 
Chairman    of    the    Board,    Trust    Company    of 

Georgia,  Atlanta,  Ga. 
Chairman,  First  Security  Bank  of  Utah,  N.A., 

Salt  Lake  City,  Utah 
President,  First  City  National  Bank,  Houston, 

Tex. 
A.B.  Consultant 
A.B.A.  Staff 
A.B.A.  Staff 
A.B.A.  Staff 


Four  meetings  were  held  with  the  Government  Securities  and  Federal  Agencies 
Committee  of  the  Securities  Industry  Association  in  fiscal  1972,  on  July  20-21, 
October  2(5-27,  January  25-26,  and  April  25-26.  Membership  of  the  Committee 
was  as  follows : 


Edward  D.  McGrew 

(Chairman) 
Robert  H.  Bethke 

(Vice  Chairman) 

Daniel  Ahearn 
David  J.  Barry 

C.  H.  Baumhefner 

Robert  B.  Blyth 

Robert  H.  Britton 

Carl  F.  Cooke 

G.  Lamar  Crittenden 

Stewart  A.  Dunn 

George  W.  Hall 

M.  Dale  .Tackson 

Donald  R.  Koes.sel 

Ralph  F.  Leach 

Edward  R.  Mc:Millan 

Robert  P.  MuriJhy 

John  H.  Perkins 

Robert  B.  Rivel 
H.  Jack  Runnion,  Jr. 
William  E.  Simon 
Robert  W.  Stone 

470-716  O — 72 


Executive  Vice  President,  The  Northern  Trust 

Company,  Chicago,  111. 
Chairman  Executive  Committee  and   Director, 

Di.scount  Coii)oration  of  New  York,  New  York, 

N.Y. 
Vice  President,  Wellington  Fund,  Boston,  Mass. 
Senior  Vice  President,  Manufacturers  Hanover 

Trust  Company,  New  York,  N.Y. 
Vice  Chairman  of  the  Board  and  Cashier,  Bank 

of  America,  N.T.  &  S.A.,  San  Francisco,  Calif. 
Vice  Chairman.   National  City  Bank  of  Cleve- 
land, Cleveland,  Ohio 
I'resident,   Briggs,    Schaedle  &   Company,   Inc., 

New  York,  N.Y. 
Senior    Vice   President   &    Dii-ector,    The    First 

Boston  Cori>oi'ation,  New  York,  N.Y'. 
Senior  Vice  President,  First  National  Bank  of 

Boston,  Boston,  Mass. 
Senior   Vice   President,    Merrill   Lynch,   Pierce, 

Fenner  &  Smith,  Inc.,  New  York,  N.Y. 
President.  Wm.  E.  Pollock  &  Co.,  Inc..  New  York, 

N.Y. 
Senior  A'ice  President,  Security  Pacific  National 

Bank,  Los  Angeles,  Calif. 
Senior  Vice  President,  Fir.st  National  Bank  of 

Minneapolis,  Minneapolis.  Minn. 
Chairman  of  the  Executive  Conmiittee,  Morgan 

Guaranty  Trust  Company,  New  York,  N.Y. 
Senior  Vice  President,  National  Bank  of  Com- 
merce, Seattle,  Wash. 
Senior  Vice  President,  First  National  Bank  in 

Dallas,  Dallas,  Texas 
Vice  Chainnan  of  the  Board  of  Directors,  Con- 
tinental   Illinois    National    Bank    and    Trust 

Company,  Chicago,  111. 
pjxecutive  A'ice  President,  The  Chase  Manhattan 

Bank,  N.A.,  New  York,  N.Y. 
Senior    Vice    Pi-esident,    Wachovia    Bank    and 

Trust   Company,   AVinston-Salem,   N.C. 
Partner,   Salomon  Brothers  and  Hutzler,  New 

York,  N,Y. 
Senior  Vice  President,  Irving  Trust  Company, 

New  York,  N.Y. 
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Paul  E.  Uhl 

C.  Richard  Youngdahl 


Executive    Vice    President.    United    California 

Bank,  Los  Angeles,  Calif. 
President.  Aubrey  G.  Lanston  &  Co.,  Inc.,  New 

York,  N.Y. 


One  meeting  was  held  with  the  Committee  on  Government  Securities  and  the 
I'ublic  Debt  of  the  Xational  Association  of  Mutual  Sa\'ings  Banks  in  fiscal  1972, 
on  October  7.  1971.  Membership  of  the  Conunittee  was  as  follows : 


Robert  J.  Hill 
(Chairman) 
Luke  A.  Baione 

Charles  W.  Chamberlain,  Jr. 

Anthony  I.  Eyring 

William  H.  Harder 
Clifford  A.  Henze 

Francis  A.  Holmes 

Robert  Horsfield 

John  S.  Howe 

Sheldon  I>.  Ladd 

William  B.  Licklider 

Edward  F.  McGinley.  Jr. 

Bernard  H.  McMahoii 

Albert  L.  Moore 

William  G.  Morton 

I.rester  J.  Xorcross 

I  )onald  1'.  Xoyes 

All)ert  X.  Place 

Xorman  C.  Ramsey 

William  H.  Smith  II 

John  E.  Vromau 

Theodore  W.  Lowen 

Saul  B.  Klamaii 
Francis  B.  Ximick.  Jr. 
Grover  W.  Enslev 


President,  Xew  Hami>shire  SaWngs  Bank.  Con- 
cord. X.H. 
President,   Metropolitan   Savings  Bank,  Brook- 
lyn, N.Y. 
President.    Watertown    Savings    Bank,    Water- 
town,  Mass. 
President,    Washington   Mutual   Savings   Bank. 

Seattle,  Wa.sh. 
President.  Buffalo  Savings  Bank,  Buffalo.  X.Y. 
President.  The  Kingston  Savings  Bank.  Kings- 
ton, X.Y. 
President.    Peoples   Savings   Bank   of   Yonkers*, 

Xew  York,  X.Y. 
President.  Dry  Dock  Savings  Bank,  Xew  York. 

X.Y. 
President,  The  Provident  Institution  for  Savings 

in  the  Town  of  Boston,  Boston.  Mass. 
President  and  Treasurer,  Tlie  Central  Bank  for 

Savings,  Meriden.  Conn. 
I'resident.  United  States  Savings  Bank  of  Xew- 

ark.  Newark.  X.J. 
President,     Beneficial     ^lutual     Savings     Bank. 

Philadelphia.  Pa. 
I'resident.  Springfield.  Five  Cents  Savings  Bank, 

Springfield.  Mass. 
Treasurer,    Waterville    Savings    Bank.    Water- 

ville.  Maine 
Pre.sident.  Tlie  Onondaga   Savings  Bank,   Syra- 
cuse, X".Y. 
Chairman  of  the  Board  and  President.  Syracuse 

Savings  Bank,  Syracuse.  X.Y. 
President,  Xorth  Avenue  Savings  Bank,   Cam- 
bridge, Mass. 
President.  WoonsfH-ket   Institution  for  Savings, 

Woonsocket.  R.I. 
Chairman  of  tlie  Board  and  President,  Broad- 
Way  Savings  Bank,  Xew  York.  N.Y. 
President.     Ilolyoke     Savings     Bank.    Holvoke. 

Mass. 
President.  Home  Savings  Bank  of  ri>state  New 

York.  Albany,  N.Y. 
President,  Savings  Banks  Trust  Companv.  New 

York.  N.Y. 
Vice  President  and  Cliief  Economist.  NAMSB. 
Vice  President,  NAMSB. 
Executive  Vice  President,  NAMSB. 


One  meeting  was  held  with  the  Joint  Committee  on  Economic  Policy  of  the 
Life  Insurance  As.sociation  of  America  and  the  American  Life  Convention  in 
fi.scal  1!)72.  on  May  lU.  1!)7L'.  Mend>ership  of  the  Committee  was  as  f oUows  : 

President.  The  E(iuital)le  Life  Assurance  Societv 
of  tile  Inited  States.  New  York,  N.Y. 

Ch.-iirnian    of    the    Board,    (^>mmonwealth    Life 
Insurance  Company.  LouisviUe.  Kv. 
(ierhard  1).  Bleicken  <"liairman  of  tlie  Board.  John  Hancock  Mutual 

Life   Insurance   Company.   Boston.   Mass. 


J.  Henry  Smith 
<  Chairman  ) 
William  H.  Abell 
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Franklin  Briese 

R.  Manning  Brown,  Jr. 

Earl  Clark 

George  T.  Conklin,  Jr. 
George  B.  Cook 
Francis  E.  Ferguson 
Gilbert  W.  Fitzhugli 
William  C.  Greenough 
Dean  W.  Jeffers 
Frederic  M.  Peirce 
Roger  C.  Wilkins 
Donald  H.  Wilson,  Jr. 
Orson  H.  Hart 

Ben  F.  Small 
Ralph  J.  McXair 
Kenneth  :m.  Wright 

William  B.  Harmaii,  Jr. 


Chairman  of  the  Board,  The  Minnesota  Mutual 
Life   Insurance  Company,    St.   Paul,  Minn. 

President,  New  York  Life  Insurance  Company, 
New  York,  N.Y. 

Chairman  of  the  Board.  Occidental  Life  In- 
surance Company  of  California,  Los  Angeles, 
Calif. 

I'resident,  The  Guardian  Life  Insurance  Com- 
pany, New  York,  N.Y. 

Chairman  of  the  Board,  Bankers  Life  Insur- 
ance Company  of  Nebraska,  Lincoln,  Nebr. 

Pi-esident,  The  Northwestern  Mutual  Life  In- 
surance Company,  Milwaukee,  Wis. 

Chairman  of  the  Board,  Metropolitan  Life  In- 
surance Company,  New  York,  N.Y. 

Chairman,  Teachers  Insurance  and  Annuity 
Assoc'iation  of  America,   New   York,   N.Y. 

President  and  General  Manager,  Nationwide 
Life   Insurance   Company,   Columbus,    Ohio 

Chairman  of  the  Board,  General  American  Life 
Insurance  Company,  St.  Louis,  Mo. 

Chairman  of  the  Board,  The  Travelers  Insur- 
ance Company,  Hartford,  Conn. 

I'resident,  Monumental  Life  Insurance  Company, 
Baltimore.  Md. 

A'ice  I'resident  and  Director  of  Economic 
Studies,  New  York.  Life  Insurance  Company, 
New  York,  N.Y. 

I'resident,  Life  Insurance  Association  of  Amer- 
ica, New  York,  N.Y. 

\'ice  I'resident,  Life  Insurance  Association  of 
America,  New  York.  N.Y. 

^'ice  President  and  Chief  Economist,  Life  In- 
surance Association  of  America,  New  York, 
N.Y. 

(ieneral  Counsel.  American  Life  Convention. 
New  York,  N.Y. 


One  meeting  was  held  with  the  Advisory  Committee  on  Government  Securities 
of  the  Savings  and  Loan  Business  on  October  14,  1971.  Membership  of  the  Com- 
mittee was  as  follows : 


C.  L.  Clements,  Sr. 

(Chairman) 
James  A.  Aliber 

Junius  F.  Baxter 


Frederick  Bjorklund 

Lacy  Boggess 

Henry  A.  Bubb 

Carl  Distelhorst 
W.  O.  Du  Vail 

Fred  F.  Enema rk 

E.  Stanley  Enlund 

Jonathan  M.  Fletcher 

Richard  G.  Gill)ert 

L.  W.  (irant,  Sr. 


Chairman,  Chase  Federal  Savings  and  Loan  As- 
sociation. Miami  Beach,  Fla. 

President,  l^rst  Federal  Savings  «&  Loan  Asso- 
ciation, Detroit,  Mich. 

President  and  Chairman  of  the  Board,  Western 
Federal  Savings  &  Loan  Association,  Denver, 
Colo. 

I'resident,  Minnesota  Federal  Savings  &  Loan 
Association,  St.  Paul,  Minn. 

I'resident,  Mutual  Savings  &  Loan  Association, 
Fort  Worth,  Tex. 

Chairman  of  the  Board,  Capitol  Federal  Savings 
&  Loan  Association,  Topeka,  Kans. 

Winter  Park,  Fla. 

Chairman  of  the  Board,  Atlanta  Federal  Savings 
&  Loan  Association,  Atlanta,  Ga. 

Executive  Vice  President,  Bell  Savings  &  Loan 
Association,  San  Rafael,  Calif. 

Chairman  of  the  Board.  First  Federal  Savings  & 
Loan  Association.  Chicago,  111. 

President.  Home  Federal  Savings  &  Loan  Asso- 
ciation, Des  Moines,  Iowa 

President,  Citizens  Savings  Association,  Canton, 
Ohio 

Chairman  of  the  Board,  Home  Federal  Savings  & 
Loan  A.ssociation.  Tulsa,  Okla. 
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E.  Michael  Lallinger 
(reorge  E.  Leonard 

Donald  P.  Lindsay 

Koy  M.  Marr 

Raymond  L.  Miller 

George  A.  Mooney 

Tom  B.  Scott,  Jr. 

John  W.  Stadtler 

Robert  H.  Taylor 

Donald  A.  Thompson 

Gerrit  Vander  Ende 

James  A.  Hollensteiner 
(Secretary) 


President,  Gibraltar  Savings  Association,  Hous- 
ton. Tex. 

President  and  Chairman  of  the  Board,  First 
Federal  Savings  &  Loan  Association,  Phoenix, 
Ariz. 

Pre.sident.  Lincoln  First  Federal  Savings  &  Loan 
As.^ociation,  Spokane.  Wa.sh. 

Chairman  of  tiie  Board,  Leader  Federal  Savings 
&  Loan  As.sociation,  Memphis,  Tenn. 

President,  I^rst  Federal  Savings  &  Loan  Asso- 
ciation, East  Hartford,  Conn. 

President,  Washington  Heights  Federal  Savings 
&  Loan,  New  York,  X.Y. 

Pi-esident,  I'lrst  Federal  Savings  &  Loan  Asso- 
ciation, Jackson,  Miss. 

President,  National  Permanent  Savings  &  Ix)an 
Association.  Washington,  D.C. 

President,  Boston  Federal  Savings  »&  Loan  As- 
sociation, Boston,  Mass. 

Senior  Vice  President,  California  Federal  Sav- 
ings &  Loan  Association,  Los  Angeles,  Calif. 

President,  Pacific  First  Federal  Savings  &  Loan 
Association,  Tacoma,  Wash. 

Staff  Vice  President,  United  States  Savings  and 
Loan  Ijeague,  Chicago,  111. 


Two  meetings  were  held  with  the  Government  Fiscal  Policy  Committee  of  the 
Independent  Bankers  Association  of  America  in  fiscal  1972.  on  July  !"»  and  Jan- 
uary 18.  Membership  of  the  Committee  was  as  follows  : 


Milton  J.  Hayes 

(Chairman) 
Don  K.  Ostrand 

(Vice  Chairman) 
B.  Meyer  Harris 
T.  H.  Milner,  Jr. 

Leo  W.  Seal,  Jr. 
Edward  L.  Trautz 


Executive  Committee  Chairman,  Mid-America 
National  Bank  of  Chicago,  Chicago,  111. 

Vice  President,  First  National  Bank.  Omaha. 
Nebr. 

President,  The  Yellowstone  Bank,  Laurel,  Mont. 

Chairman  and  President,  First  National  Bank. 
Athon.s.  Ga. 

President,  Hancock  Bank,  Gulfix)rt,  Miss. 

President,  East  Lansing  State  Bank,  East  Lan- 
sing, Mich. 


TREASURY    LIAISON    COMMITTEE   OF   THE    BUSINESS    COUNCIL 

The  Secretarj-  of  the  Treasury  proposed  this  Committee  on  May  8, 1965,  "to  keep 
up  a  two-way  exchange  and  dialog  on  areas  of  material  concern  to  the  Treasury 
and  the  business  community.'  The  Committee  consists  of  members  informally 
recommended  and  appointed  by  the  Business  Council  and  the  Secretary  of  the 
Treasury.  The  functions  of  the  Committee  are  advisory  and  consultative.  Forma- 
tion of  the  Committee  was  announced  on  July  8, 1965. 

The  Committee  did  not  meet  in  fiscal  1972.  The  members  are  : 


Thomas  S.  Gates,  Jr. 
(Chairman) 

E.  Mandell  de  Windt 
Frederic  G.  Donner 

Elisha  Gray  II 

William  A.  Hewitt 
Frank  R.  Millikin 

(^harles  F.  Myers,  Jr. 

David  Rockefeller 

Charles  B.  Thornton 


Chairman,  Executive  Committee,  Morgan  Guar- 
anty Trust  Company  of  New  York,  New  York, 
N.Y. 

Chairman,  Eaton  Cori)oration,  Cleveland,  Ohio 

Retired  Chairman  of  General  Motors,  New  York, 
N.Y. 

Chainnan.  Finance  Committee,  Whirlpool  Cor- 
poration, Benton  Harbor,  Mich. 

Chnirnian,  Deere  it  Company,  Moline.  111. 

I'resident,  Kennecott  Copi)er  Cori)oration,  New 
York,  N.Y. 

Chairman,  Burlington  Industries,  Inc.,  Greens- 
boro, N.C. 

Chairman,  Cliase  ^lanhattan  Bank,  N.A.,  New 
York,  N.Y. 

Chairman,  Litton  Industries,  Inc.,  Beverlv  Hills, 
Calif. 
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Internal  Revenue  Service 


ART    ADVISORY    PANEL 

The  Art  Advisory  Panel  was  established  in  February  1968.  The  panel  consists 
of  members  from  the  three  major  segments  of  the  art  world— museums,  univer- 
sities, and  dealers — who  provide  advice  on  the  valuation  of  works  of  art  for  Fed- 
eral tax  purposes.  Meetings  were  held  on  July  15-16,  1971  and  September  30- 
October  1,  1971,  and  again  on  January  11-12,  1972.  Members  of  the  panel  who 
participated  in  these  meetings  are  : 

Director,  Kimbell  Foimdation,  Fort  Worth,  Tex. 
Director,  City  Art  Museum,  St.  Louis,  Mo. 
Director,  Minneapolis  Institute  of  Arts,  Minne- 
apolis, Minn. 
Chief  Curator  (Ret),  National  Gallery  of  Art, 

Washington,  D.C. 
The  Ai-t  Institute  of  Chicago,  Chicago,  111. 
Director,  Los  Angeles  County  Museum  of  Art, 

Los  Angeles,  Calif. 
Art  Dealer,  AVildenstein  and  Co.,  New  York,  N.Y. 
Professor,     Williams     College,     Williamstown, 

Mass. 
Director,  American  Academy,  Rome,  Italy 
Director,  Cleveland  Museum  of  Art,  Cleveland, 

Ohio. 
Director,    Paintings   &    Sculpture,   Drawings   & 

Prints,   Museum  of  Modern  Art,   New  York, 

N.Y. 
Professor,  Yale  Uiiiversity,  New  Haven,  Conn. 
Art  Dealer,  Perls  Gallery,  Beverly  Hills,  Calif. 
Art  Dealer,  Esther  Robles  Gallery,  Los  Angeles, 

Calif. 
Art  Dealer,  Paul  Rosenberg  and  Co.,  New  York, 

N.Y. 
Director,  Dallas  Museum  of  Fine  Arts,  Dallas, 

Tex. 
Vice-Director,    Metropolitan    Museum    of    Art, 

New  York,  N.Y. 
Eugene  V.  Thaw  Art  Dealer,  E.  V.  Thaw  Co.,  New  York,  N.Y. 


Richard  F.  Brown 
Charles  E.  Buckley 
Anthony  M.  Clark 

I'erry  B.  Cott 

Charles  Cunningham 
Kenneth  Donahue 

Louis  Goldenberg 
(Jeorge  H.  Hamilton 

Bartlett  H.  Hayes 
Sherman  E.  Lee 

William  S.  Lieberman 


Charles  F.  Montgomery 
Frank  Perls 
Esther  W.  Robles 

Alexander  P.  Rosenberg 

Merrill  C.  Rueppel 

Theodore  Rousseau 


ADVISORY    COMMITTEE    ON    EXEMPT    ORGANIZATIONS 

In  November  1969,  the  Commissioner  announced  the  appointment  of  members 
of  the  Advisory  Committee  on  Exempt  Organizations  who  have  agreed  to  serve 
as  Internal  Revenue  Service  consultants  to  review  problems  in  charting  the  limi- 
tations of  the  tax  law  regarding  religious,  educational,  charitable,  and  other 
oi'ganizations  which  constitute  the  majority  of  tax  exempt  organizations. 

The  committee  did  not  meet  during  fiscal  year  1972.  Members  at  the  time  of 
the  last  meeting  were : 


Carlton  P.  Alexis 

Mary  Phillips  Bogan 
Donald  T.  Bums 
Charles  O.  Galvin 

H.  J.  Heinz  II 

Adelaide  Cromwell  Hill 

J.  Greenfeld 

Harry  K.  Mansfield 

Bishoj)  Francis  John  Mugavero 

Albert  P.  Reichert 


Associate  Professor  of  Medicine,  Howard  Uni- 
versity, Washington,  D.C. 

Washington,  D.C. 

Arthur  Young  and  Company,  Los  Angeles,  Calif. 

Dean,  School  of  Law,  Southern  Methodist  Uni- 
versity, Dallas,  Tex. 

Chairman  of  the  Board,  H.  J.  Heinz  Co.,  Pitts- 
burgh, Pa. 

Afro-American  Studies  Center,  Boston  Univer- 
sity, Brookline,  Mass. 

Attending  for  Attorney  General  Lefkowitz,  State 
of  New  York,  New  York,  N.Y. 

Ropes  and  Gray,  Boston,  Mass. 

Brooklyn,  N.Y'. 

Anderson,  Walker  and  Reichert,  Macon,  Ga. 
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Fred  C  Sftrihner,  Jr.  Atwood,    Scribner,   Allen   and   McKnsick,   Port- 

land, Maine 

Richard  J.  Whalen  Washington,  D.C. 

Rene  A.  Worniser  Worniser.   Koch,  Kiely  and  Alessandroni,  New 

York,  N.Y. 

John  R.  Hogness  Executive  Vice  President,  University  of  Wash- 

ington, Seattle,  Wash. 

Hal)lti  Ralph  Simon  Congregation  Rodfei   Zedek,   Chicago,   111. 

.lames  Roger  Hull  President,   Mutual   Life   Insurance  Co.   of  New 

York,  Darien,  Conn. 

ADVISORY  COMMITTEE  ON  THE  CATTLE  INDUSTRY 

In  October  1970,  the  Commissioner  formed  an  Advisory  Ccmimittee  on  the 
Cattle  Industry.  A  primary  puriM)se  of  the  committee  is  to  counsel  the  Service  in 
implementing  important  changes  in  the  tax  law  :  .such  as.  tho.se  regarding  the 
holding  period  for  livestock  for  capital  gains  treatment,  the  exchange  of  livestcK-k. 
and  hobby  los.ses.  The  Committee  will  advi.se  the  Service  on  development  of  poli- 
cies for  administering  new  code  provision.s  dealing  with  cattle  and  will  be  asked 
to  comment  upon  proiK).sed  administrative  guidelines  or  revenue  rulings. 

The  Committee  met  on  April  27,  1972.  The  members  are : 

Tohin  Armstrong  General  manager  &  owner  of  Particcion  and  Arm- 

strong ranches,  Armstrong,  Tex. 

W.  T.  Berry.  Jr.  Executive  Secretary,  American  Hereford  Asso- 

ciation, Kansas  City,  Mo. 

Harvie  Branscomb.  Jr.  Branscomb,   Gary,   Thoma.sson   &   Hall.   Corpus 

Christi,  Tex. 

Frank  D.  Brown,  Jr.  Mt.  Ararat  Farms,  Port  Deposit,  Md. 

(Jordon  M.  Cairns  Dean.    College    of    Agriculture.    University    of 

Maryland,  College  I'ark,  Md. 

Ben  H.  Cari>enter  Chairman  of  the  Board  &  Chief  Executive  Offi- 

cer. Southland  Life  In.surance  Co.,  Dallas,  Tex. 

Donald  V.  Hunter  Vice  President,  National  Livest(K*k  Feeders  As- 

sociation, Centerville,  S.  Dak. 

John  M.  Marble  Rancho  Tularcitos,  Carmel  Vallej',  Calif. 

Robert  H.  Rumler  Executive  Secretary.  Holstein-Friesian  A.s.socia- 

tion  of  America,  Brattleboro,  Vt. 

Nelson  E.  Tamplin  Partner,  Ernst  &  Ernst.  Denver,  Colo. 

.John  Trotman  President,     Trotman     Cattle    Company.     Mont- 

gomery, Ala. 

(Jordon  VanVleck  Vice  President,  American  National  Cattlemen's 

A.ssociation,  Plymouth.  Calif. 

ADVISORY  COMMITTEE  ON  THE  HORSE  INDUSTRY 

In  October  1970  the  Commissioner  announced  the  formation  of  an  Advisory 
Committee  on  the  Horse  Industry.  Composed  of  15  distinguished  citizens  whose 
ex:perience  and  special  knowledge  (>f  the  industry  has  long  been  recognized,  the 
committee  includes  representatives  of  the  academic  community  and  professional 
groups  concerned  with  lionses.  The  primary  purpose  of  the  committee  is  to  ajtply 
its  special  experti.se  to  counsel  the  Service  in  implementing  important  changes  : 
such  as,  those  regarding  the  holding  i>eri()d  for  livestock  f(»r  capital  gains  treat- 
ment, the  exchange  of  livestock,  and  hobby  los.ses.  Memliers  also  take  part  in  the 
develoimient  of  policies  and  c(miment  on  administrative  guidelines  or  proposed 
rulings  dealing  with  horses. 

The  committee  met  on  April  24,  1972.  Membership  is  as  follows : 

Albert  G.  Clay  Fairway  Farm,  Mt.  Sterling,  Ky. 

Benjamin  Eshleman,  Jr.  Partner,  Eshleman-Vogt  Ranch.  Cori)us  Christi. 

Tex. 
William  S.  Farish  III  President,  Blue  Creek  Ranch  Co.,  Houston,  Tex. 

AV.  Sidney  Felton  Herrick,   Smith,   Donald.  Farley  and  Ketchum, 

Boston,  Mass. 
Katherine  Haley  Rancho  Mi  Solar,  Ventura,  Calif. 

Max  C.  Hempt  '  Owner  of  Hempt  Farms  and  officer  in  numerous 

hoi-.se   organizations.    Mechanicsburg.   Pa. 
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Edward  H.  Honnen 

Warner  L.  Jones,  Jr. 
Robert  H.  Kieckhefer 

Robert  G.  Lawrence 


Kenneth  Merdith 
Gayle  Mohney 
Ogden  Phipps 


Hart  H.  Spiegel 
Frederick  L.  Van  Lennep 

Comptroller  of  the  Currency 


Chairman  of  the  Board  of  Trustees,  Anaerican 

Horse  Council,  Inc.,  Denver,  Colo. 
Hermitage  Farm,  Goshen,  Ky. 
Chairman,  American  Quarter  Horse  Association, 

judges'  committee,  Prescott,  Ariz. 
Assistant  Professor,  Department  of  Agricultural 

Economics,   University   of  Maryland,   College 

Park,  Md. 
Elmer  Fox  &  Company,  Wichita,  Kans. 
Stoll,  Keenon  &  Park,  Lexington,  Ky. 
Chairman,  The  Jockey  Club,  and  vice-chairman, 

the  American  Horse  Council,  Inc.,  New  York. 

N.Y. 
Brobeck,    Phleger   &   Harrison,    San   Francisco, 

Calif. 
Treasurer  and  member  of  the  Board  of  Trustees, 

American  Horse  Council,  Inc.,  Lexington,  Ky. 


CONSULTING   COMMITTEE    OF   BANK    ECONOMISTS 

On  November  23,  1965,  the  Comptroller  announced  the  appointment  of  a 
Consulting  Committee  of  Bank  Economists  whicli  included  seven  national  bank 
economists.  Tliis  Committee's  function  was  to  advise  the  Comptroller  and  his 
staff  and  worlc  with  tlie  National  Advisory  Committee.  The  Committee's  primary 
responsibility  was  to  bring  tlieir  si)ecialized  exi^erience  and  teclinical  knowledge 
to  bear  on  current  problems  of  banking  policy  and  practice. 

No  meetings  of  this  Committee  were  lield  in  fiscal  1972.  Members  of  the 
Committee  are  as  follows  : 


John  J.  Balles 
(Chairman) 
James  M.  Dawson 

Walter  Hoadley 

Herbert  E.  Johnson 

William  J.  Korsvik 
Leif  H.  Olsen 
Eugene  C.  Zorn,  Jr. 


Senior  Vice  President,  Mellon  National  Bank 
&  Trust  Company,  Pittsburgh,  Pa. 

Vice  President  and  Economist,  National  City 
Bank  of  Cleveland,  Cleveland,  Ohio 

Executive  Vice  President  and  Chief  Economist, 
Bank  of  America,  N.T.  &  S.A.,  San  Francisco, 
Calif. 

Vice  President,  Continental  Illinois  National 
Bank  and  Trust  Company  of  Chicago,  Chicago, 
111. 

Vice  President,  First  National  Bank  of  Chicago, 
Chicago,  111. 

Senior  Vice  President  &  Economist,  First  Na- 
tional City  Bank,  New  York,  N.Y. 

Senior  Vice  President  <&  Economist,  Republic 
National  Bank  of  Dallas,  Dallas,  Tex. 


INVESTMENT    SECURITIES    ADVISORY   COMMITTEE 

In  1962,  the  Comptroller  of  the  Currency  established  the  Investment  Securities 
Advisory  Committee.  The  purpose  of  the  Committee  was  to  advise  the  agency 
on  matters  pertaining  to  the  regulations  concerning  investment  securities. 

No  meetings  of  this  Committee  were  held  in  fiscal  1972.  Members  of  the  Com- 
mittee are  as  follows : 


John  H.  Perkins 
(Chairman) 

Alan  K.  Browne 

Richard  F.  Kezer 

Lewis  F.  Lyne 

Early  F.  Mitchell 


E!xecutive  Vice  President,  Continental  Illinois 
National  Bank  and  Trust  Company  of  Chi- 
cago, Chicago,  111. 

Senior  Vice  President,  Bank  of  America,  N.T. 
&  S.A.,  San  Francisco,  Calif. 

Vice  President,  First  National  City  Bank,  New 
York,  N.Y. 

President,  Mercantile  National  Bank  at  Dallas, 
Dallas,  Tex. 

PiXecutive  Vice  President.  First  National  Bank 
of  Memphis,  [Memphis.  Tenn. 
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LeRoy  F.  Piche 
Arthur  H.  Quinn,  Jr. 
Thomas  L.  Ray 
Robert  B.  Rivel 
Franklin  Stockbridge 
James  G.  Wilson 


Vice  President,  Northwest  Bancorporation,  Min- 
neapolis, Minn. 

Vice  President.  The  Philadelphia  National  Bank, 
Philadelphia,  Pa. 

Senior  Vice  President,  Mercantile  Trust  Com- 
pany, N.A.,  St.  Louis,  Mo. 

Executive  Vice  President.  The  Chase  Manhat- 
tan Bank.  N.A.,  New  York,  N.Y. 

Executive  Vice  President,  Security  Pacific  Na- 
tional Bank,  Los  Angeles,  Calif. 

Senior  Vice  President.  The  National  Shawmut 
Bank  of  Boston,  Boston,  Mass. 


NATIONAL   ADVISORY   COMMITTEE  ON   BANKING   POLICIES   AND   PRACTICES 

On  October  4.  1965,  the  Comptroller  of  the  Currency  appointed  this  Com- 
mittee, composetl  of  leading  bankers.  The  Committee  has  participated  in  a 
cooperative  effort  to  bring  the  thinking  of  the  banking  commimity  to  bear  on 
the  many  matters  of  national  concern  in  whicii  the  banking  industi\v  is  vitally 
involved.  No  meetings  of  this  Committee  were  held  in  fiscal  1972.  Members  of 
the  Committee  are  as  follows  : 


Robert  C.  Baker 
Robert  M.  Surdam 
Roger  C.  Damon 
G.  Morris  Dorrance,  Jr. 

George  S.  Eccles 

J.  A.  Elkins,  Jr. 

Sam  M.  Fleming 

Robert  D.  H.  Harvey 

AVilliam  M.  Jenkins 

Mills  B.  Lane,  Jr. 

Frederick  G.  Larkin,  Jr. 

John  A.  Mayer 

R.  A.  Peterson 

W.  Harry  Schwarzschild,  Jr. 

Robert  H.  Stewart  III 


Chairman,  American  Security  &  Trust  Company, 
Washington,  D.C. 

President,  National  Bank  of  Detroit,  Detroit, 
Mich. 

Chairman  of  the  Board,  Tlie  First  National 
Bank  of  Boston,  Boston,  ]Mass. 

Chairman  of  the  Board,  President  and  Chief 
Executive  OflScer.  The  Philadelphia  National 
Bank,  Phihidelphia.  Pa. 

President.  First  Security  Bank  of  Utah,  Salt 
Lake  City,  Utah 

Chairman  of  the  Board.  First  City  National 
Bank  of  Houston,  Houston,  Tex. 

Chairman  of  the  Board,  Third  National  Bank 
in  Nashville,  Nashville,  Tenn. 

Chairman  of  tlie  Board  &  Chief  Executive  Offi- 
cer, Maryland  National  Bank.  Baltimore,  Md. 

Chairman  of  the  Board.  Seattle  First  National 
Bank,  Seattle.  Wash. 

Vice  Chairman.  The  Citizens  &  Southern  Na- 
tional Bank,  Atlanta,  Ga. 

Chairman  of  the  Board,  Security  Pacific  Na- 
tional Bank,  Los  Angeles,  Calif. 

Chairman  of  the  Board.  Mellon  National  Bank 
&  Trust  Company,  Pittsburgh,  Pa. 

Director,  Bank  of  America,  N.T.  &  S.A..  San 
Francisco,  Calif. 

Chairman  of  the  Board  &  President,  The  Central 
National  Bank.  Richmond.  Va. 

Chairman  of  the  Board,  First  National  Rank  in 
Dallas,  Dallas,  Tex. 


REGIONAL   ADVISORY    COMMITTEES   ON   BANKING   POLICIES    AND   PRACTICES 

On  November  11,  1965,  the  Comptroller  of  the  Currency  establi.shed  14  Regional 
Advisory  Committees  on  Ranking  Policies  and  Practices  to  assist  the  agency  in  a 
continuing  review  aimed  at  keeping  bank  regulations  abi-east  of  the  Nation's 
needs.  The  Committees"  membership  and  the  dates  of  the  regional  meetings 
during  fiscal  1972  follow  : 

Region  1  meeting  date,  November  11, 1971. 
Arnold  M.  Leibowitz  President,    The    Constitution    National    Bank, 

Hartford.  Conn. 
Harry  H.  Carey  President,  First  Bristol  County  National  Bank, 

Taunton,  Mass. 
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John  J.  Cummings,  Jr. 
Dudley  H.  Davis 
Ronald  R.  Findlay 
Leslie  N.  Hutchinson 
John  D.  Robinson 
Miss  Maureen  M.  Smith 
William  E.  Stearns 
Widgery  Thomas,  Jr. 
Thomas  H.  Trigg 
Fred  A.  White 


President,  Industrial  National  Bank  of  Rhode 

Island,  Providence,  R.I. 
President,    The    Merchants    National    Bank    of 

Burlington,  Burlington,  Vt. 
President,    First    National    Bank    of    Franklin 

County,  Greenfield,  Mass. 
President,  Bay  State  National  Bank,  Lawrence, 

Mass. 
President,  The  First  National  Bank  of  Farm- 

ington,  Farmington,  Maine 
Senior  Vice  President,  The  State  National  Bank 

of  Connecticut,  Bridgeport,  Conn. 
Chairman,     Bank    of    New    Hampshire,    N.A., 

Manchester,  N.H. 
Chairman,     Canal     National     Bank,     Portland, 

Maine 
Chairman,    The    National    Shawmut    Bank    of 

Boston,  Boston,  Ma.ss. 
President,  Dartmouth   National  Bank  of  Han- 
over, Hanover,  N.H. 


Region  2  meeting  dates,  November  1, 1971  and  May  26, 1972. 


Charles  A.  Agemian 

(Chairman) 
Richard  Beekman 

James  L.  Cooper 

Robert  H.  Fearon,  Jr. 

Erwin  O.  Kraft 

Richard  F.  Lindstrom 

Ralph  H.  :Mather 

Frederick  Palmer 

William  I.  Si)eiicer 

Raymond  L.  Steen 

Harry  J.  Taw 

John  H.  Vogel 


Chairman,  Garden  State  National  Bank,  Hack- 
ensack,  N.J. 

President,  Citizens  First  National  Bank,  Ridge- 
wood,  N.J. 

Chairman,  Atlantic  National  Bank,  Atlantic 
City,  N.J. 

President,  The  Oneida  Valley  National  Bank  of 
Oneida,  Oneida,  N.Y. 

President,  First  National  Bank  of  New  Jersey, 
Totowa,  N.J. 

President,  First  Trust  Companv  of  Albany.  N.  A., 
Albany,  N.Y. 

Chairman,  The  First  National  Bank  of  Prince- 
ton, Princeton,  N.J. 

I'resident,  Tappan  Zee  National  Bank,  Nyack, 
N.Y. 

I'resident,  First  National  Citv  Bank.  Ne\A'  lork. 
N.Y^ 

I'resident,  The  Broad  Street  National  Bank. 
Trenton,  N.J. 

President,  First  National  Bank  of  (.'ortlaiul, 
Cortland,  N.Y. 

I'resident,  National  Bank  of  North  America, 
Jamaica,  N.Y'. 


Region  3  meeting  date,  September  17, 1971. 


Thomas  L.  Wentling 

(Chairman) 
Ernest  R.  Andrew 

James  E.  Brucklacher 

Harold  l^  Crouse 

Robert  K.  (kicking 

Merle  E.  Gilliand 

Roger  S.  Hillas 

.lohn  J.  McCartnev 


I'resident,  Southwest  National  Bank  of  Penn- 
sylvania. Greensburg,  Pa. 

Chairman  &  President,  DuBois  Deposit  National 
Bank,  DuBois,  Pa. 

I'resident,  Cumberland  County  National  Bank 
&  Trust  Co.,  New  Ciimberland,  Pa. 

I'resident,  The  I'eoples  National  Bank  of  Ship- 
pensburg,  Shippensburg.   I'a. 

President,  The  Hazelton  National  Bank,  Hazel- 
ton.  Pa. 

I'resident,  The  Pittsburgh  National  Bank, 
I'ittsburgh.  Pa. 

I'resident,  Provident  National  Bank,  Bryn 
Mawr,  I'a. 

President.  The  First  National  Bank  of  Allen- 
town,  AUentown,  Pa. 
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Wilson  I).  McElhiniiy 
M.  A.  I'owers 
Kichard  E.  Warren 
H.  Myi-ou  Wetzel 


Tresideut,  National  Central  Bank,  Lancaster, 
Pa. 

Chairman,  First  National  Bank  «&  Trust  Com- 
pany, Washington,  Pa. 

President,  The  Downingtown  National  Bank, 
Downingtown,  Pa. 

President,  Third  National  Bank  &  Tru.st  Com- 
pany, Scranton,  Pa. 


Region  4  meeting  dates,  October  1, 1071  and  April  2K,  1972. 


Ellis  G.  Camp 
(Chairman) 
L.  K.  Baughman 

Miss  Harriet  Brown 

Wathen  Claycomb 

Clair  E.  Fultz 

Robert  E.  Hall 

Maurice  H.  Kirby 

Arch  G.  Mainous,  Jr. 

William  J.  Riley 

J.  Fred  Ri.^k 

Lex  B.  Wilkinson 

John  W.  Woods,  Jr. 


Chairman,  The  Wayne  County  National  Bank 
of  Wooster,  Wooster,  Ohio 

President,  The  Second  National  Bank  of  Warren, 
Warren,  Ohio 

President,  The  Springs  Valley  National  Bank, 
French  Lick,  Ind. 

President,  The  Lincoln  National  Banlv  of  Hodg- 
enville,  Hodgenville,  Ky. 

Chairman,  The  Huntington  National  Bank  of 
Colvunbus,  Columbus,  Ohio 

President,  The  First  National  Bank  &  Trust 
Company,  Troy,  Ohio 

Chairman,  The  First  National  Bank  of  Hender- 
son, Henderson,  Ky. 

I're.sident,  Citizens  Union  National  Bank  &  Trust 
Co.,  Lexington,  Ky. 

Chairman,  First  National  Bank  of  East  Chicago, 
Indiana,  East  Chicago,  Ind. 

Chairman,  The  Indiana  National  Bank,  Indian- 
apolis, Ind. 

Chairman  &  President,  American  National  Bank 
&  Trust  Co.  of  South  Bend,  South  Bend,  Ind. 

President,  The  Third  National  Bank  of  Ash- 
land, Ashland,  Ky. 


Region  .">  meeting  date,  November  11,  1971 

Tilton  H.  Dobbin 

(Chairman) 
Francis  G.  Addison,  III 


President,  Maryland  National  Bank,  Baltimore, 
Md. 

President,  Union  Trust  Co.,  of  D.C.,  Washing- 
ton, D.C. 

I'resident.  The  Flat  Top  National  Bank  of  Blue- 
field,  Bluefield,  W.  Va. 

President,  The  Wise  County  National  Bank, 
Wise,  Xa. 

President,  Virginia  National  Bank,  Norfolk, 
Va. 

President,  The  First  National  Bank  of  St. 
Mar5''s.  Leonardtown,  Md. 

President,  The  Fidelity  National  Bank,  liynch- 
burg.  Va. 

President,  United  Virginia  Bank/National  Val- 
ley, Staunton,  Va. 

Pre.sident,  The  National  Bank  of  J'^iirfax,  Fair- 
fax, Va. 

President,  Southern  National  Bank  of  North 
Carolina,  I^umberton,  N.C. 

I'resident,  Kanawha  Banking  &  Trust  Co., 
N.A.,  Charleston.  W.  Va. 

President,  Wa<-hovia  Bank  tfc  Trust  Co.,  N.A., 
Winston-Salem,  N.C. 

Region  6  meeting  dates.  November  Ki,  1971 ,  and  May  .".,  1972. 

King  I).  Cleveland  Chairman,  The  National  Bank  of  Georgia,  At- 

( Chairman)  lanta,  Ga. 

Clarence  T.  Ayers  President,  The  First  National  Bank  of  Gaine.s- 

ville,  Gainesville,  Fla. 


W.  K.  Bentley 
W.  T.  Clements 
C.  A.  Cutchins,  III 
Joseph  M.  Gough,  Jr. 
E.  R.  Harris,  Jr. 
Paul  O.  Hirschbiel 
H.  W.  Kelly.  Jr. 
Hector  MacLean 
W.  N.  Shearer,  Jr. 
John  P.  Watlington,  Jr, 
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W.  C.  Coleman 

Michael  J.  Franco 

George  L.  Grantham 

Henry  M.  Jernigan 

Jack  P.  Keith 
R.  H.  Makemson 

G.  E.  Tomberlin 

G.  H.  Watts 

H.  E.  AVilkinson,  Jr. 

J.  B.  Williams 


President,  Palmer  First  National  Bank  &  Trust 

Co.,  Sarasota,  Fla. 
Chairman,  City  National  Bank  of  Miami,  Miami, 

Fla. 
President,  First  National  Bank  of  Easley,  Eas- 

ley,  S.C. 
Chairman,  First  National  Bank  of  Fort  Pierce, 

Fort  Pierce,  Fla. 
President,  First  National  Bank,  West  Point,  Ga. 
President,  Coral  Ridge  National  Bank  of  Fort 

Lauderdale,  Ft.  Lauderdale,  Fla. 
President,  Manatee  National  Bank  of  Braden- 

ton,  Bradenton,  Fla. 
President,  The  First  National  Bank  of  Dalton, 

Dalton,  Ga. 
President,  The  National  Bank  of  South  Carolina 

of  Sumter,  Sumter,  S.C. 
Chairman,  The  First  National  Bank  &  Trust  Co. 

of  Augusta,  Augusta,  Ga. 


Region  7  meeting  date,  November  9, 1971. 


Lewis  H.  Clausen 

( Chairman ) 
James  W.  CariJenter 

James  H.  Dimcan 

William  G.  Ericsson 

Don  R.  Frank 

William  G.  Hoskins 

Robert  C.  Humphrey 
Ned  A.  Kilmer,  Jr. 

Charles  D.  Renfro 

James  H.  Smaby 

Mrs.  Thelnia  E.  Sweeney 

Richard  E.  Willard 


President,     The     Champaign     National     Bank, 

Champaign,  111. 
President,  Union  Bank  &  Trust  Company,  N.A., 

Grand  Rapids,  Mich. 
President,  First  National  Bank  &  Trust  Co.  of 

Michigan,  Kalamazoo,  Mich. 
Preisident,  American  National  Bank  &  Trust  Co. 

of  Chicago,  Chicago,  111. 
President.    City   National   Bank   of   Kankakee, 

Kankakee,  111. 
Chairman  &  President,  The  First  Lake  County 

National  Bank,  Libertyville,  111. 
President,  State  National  Bank,  Evanston,  111. 
President,  City  Bank  &  Trust  Co.,  N.A.,  Jack- 
son, Mich. 
Executive  Vice  Pi-esident,  First  National  Bank 

in  Carbondale,  Carbondale,  111. 
President,  Commercial  National  Bank  of  Iron 

Mountain,  Iron  Mountain,  Mich. 
Executive  Vice   President,   The  First  National 

Bank  of  Areola,  Areola,  111. 
President,  Farmers  &  Merchants  National  Bank, 

Benton  Harbor,  Mich. 


Region  S  meeting  dates,  November  8,  1971  and  February  9,  1972. 

Chairman,  Simmons  First  National  Bank,  Pine 

Bluff,  Ark. 
President  &  Trust  Officer,  First  National  Bank, 

Canton,  Miss. 
President,  Whitney  National  Bank,  New  Orleans, 

La. 
Chairman,   Birmingham   Trust  National  Bank, 

Birmingham,  Ala. 
President,  First  National  Bank,  Pulaski,  Tenn. 
Chairman,  Union  Planters  National  Bank,  Mem- 
phis, Tenn. 
President  &  Chief  Executive  Officer,  Commercial 

National  Bank,  Laurel,  Miss. 
President,  First  National  Bank,  Florence,  Ala. 
Pre.sident,  First  National  Bank,  Kingsport,  Tenn. 
President,    Delta    National    Bank,    Yazoo   City, 

Miss. 
Chairman   &    President,    First   National    Bank, 

West  Monroe,  La. 
President,  First  Natioiuil  Bank,  Berryville,  Ark. 


Wayne  A.  Stone 

(Chairman) 
W.  B.  Brannon 

William  A.  Carpenter 

W.  T.  Cothran 

Robert  E.  Curry 

C.  Bennett  Harrison 

W.  E.  Howard,  Jr. 

W.  H.  Mitchell 
W.  E.  Newell 
Frank  M.  Patty 

J.  W.  Roberson 

D.  C.  West 
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Regiou  9  had  no  meetings. 

Erling  Haugo 
(Chairuian) 
Alexander  M.  Castle 

Norman  K.  Christensen 

(Jeorge  H.  Dixon 

John  M.  Eldred 

John  C.  Geilfuss 

Donald  C.  Miller 

John  F.  Nash 

David  A.  Shem 

Weher  L.  Smith,  Jr. 

G.  O.  Thorpe 

Charles  T.  Undlin 


President,  Valley  National  Bank  of  Sioux  Falls, 

Sioux  Falls,  S.  Dak. 
President,  The  First  National  Bank  of  Ribbing, 

HibbiufT,  Minn. 
President.    First   National   Bank  of  Wahpeton. 

Wahpeton.  N.  Dak. 
President,  First  National  Bank  of  Minneapolis, 

Minneapolis,  Minn. 
President.  The  First  National  Bank  and  Trust 

Company,  Beloit,  Wis. 
President,  Marine  National  Exchange  Bank  of 

Milwaukee,  Milwaukee,  Wis. 
President,  Coiiinuinity  National  Bank  of  Grand 

Forks,  Grand  Forks.  N.  Dak. 
President,  American  National  Bank  and  Trust 

Company.  St.  Paul.  Minn. 
President,  Subui-ban  National  Bank  of  Roseville, 

Roseville,  INIinn. 
President.    First   Wisconsin    National   Bank    of 

Madison,  Madison,  Wis. 
Chairman  «&  President.  First  Nati(Mial  Bank  of 

Chippewa  Falls.  Cliipi)ewa  Falls,  Wis. 
President.   First   National   Baidc  of  The  Black 

Hills,  Rjipid  City,  S.  Dak. 


Region  10  meeting  dates.  Noveml)er  14,  1071  and  April  27.  1!)72. 


B.  C.  Grangaard 
(Chairman) 

C.  Q.  Chandler 

Harold  R.  Deitemeyer 
Eldon  G.  Freudenburg 
J.  T.  Grant 
Bill  B.  Lee 
Evans  McReynolds 
W.  W.  Marshall,  Jr. 
David  H.  Morey 
Martin  Roggen 
Willis  E.  Stout 
Merrill  H.  Werts 


Chairman,  Central  National  Bank  &  Trust  Co. 

of  Des  Moines,  Des  Moines,  Iowa 
President,    First    National    Bank    in    Wichita, 

Wichita,  Kans. 
President.  The  First  National  Bank  &  Trust  Co. 

of  Beatrice.  Beatrice.  Nebr. 
President,   The   First   National    Bank   of   West 

Point.  West  Point.  Nebr. 
CJiairman  t&  President,  The  First  National  Bank 

in  Sioux  City,  Sioux  City,  Iowa 
Ohairman  &  Pre.sident.  The  First  National  Bank 

in  Neosho,  Neosho,  Mo. 
I'resident,      The      I'liion     National     Bank     of 

Springfield.  Springfield,  Mo. 
Chairman    iV:    President,    Commercial    National 

Bank  &  Trust  Co..  Grand  Island.  Nebr. 
Chairman,  The  Boatmen's  National  Bank  of  St. 

Loui.s,  St.  Louis,  Mo. 
President,  First  National  Bank  of  ottumwa.  Ot- 

tumwa,  Iowa 
Chairman,    First    National    Bank    in    Goodland, 

Kans. 
President.   The   First   National   Bank,   Junction 

City,  Kans. 


Region  11  meeting  dates,  October  29,  1971  and  June  10.  1972. 

p]ugene  Swearingen  President,  National  Bank  of  Tiilsa.  Tul.sa.  Okla. 

(Chairman) 
Henry  M.  Bell.  Jr. 


Lewis  H.  Bond 
Peter  G.  Brooks 
G.  R.  Crawley 
Gene  Edwards 


President.  Citizens  First  National  Bank  of  Tyler, 

Tyler,  Tex. 
President.  The  Fort  Worth  National  Bank,  Fort 

Worth,  Tex. 
Pre.-<ident,  Western  National  Bank  of  Houston, 

Hou.ston,  Tex. 
President,  The  First  National  Bank  of  Lamesji. 

Ljime.sa.  Tex. 
President,  The  First  National  Bank  of  Amarillo, 

Aniarillo.  Tex. 
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Grady  D.  Harris,  Jr. 

Frank  Junell 

O.  W.  Lamb 

Miss  Jolinnie  E.  Merchant 

J.  M.  Rector  III 

Sam  C.  Tisdale,  Jr. 

Region  12  meeting  dates, 

T.  D.  Brown 

(Chairman) 
L.  C.  Atkins 

Earl  L.  Bimson 

Tom  J.  Gleason 

Ronald  S.  Hanson 
Charles  K.  Johnson 

J.  C.  Johnson 

Delmer  P.  Keating 

W.  L.  Perry 

Roger  L.  Reisher 

F.  A.  Rummel,  Jr. 

Bernard  R.  Weber 


President,  Fidelity  Bank,  N.A..  Oklahoma  City. 

Okla. 
President,  The  Central  National  Bank  of  San 

Angelo.  San  Angelo,  Tex. 
President,  The  First  National  Bank  &  Trust  Co. 

of  Muskogee.  IMuskogee.  Okla. 
President,  First  City  National  Bank  of  Flores- 

ville,  Flox-esville.  Tex. 
President,  The  First  National  Bank  of  El  Reno, 

El  Reno,  Okla. 
Executive  Vice  President,  First  National  Bank 

in  Orange,  Orange,  Tex. 

November  12,  IDTl  and  June  IG,  1972. 

Exe<'utive  Vice  President,  The  First  National 
Bank  of  Denver,  Denver,  Colo. 

President.  First  National  Bank.  Torrington, 
Wyo. 

President,  The  Valley  National  Bank  of  Ari- 
zona, Phoenix,  Ariz. 

President,  The  First  National  Bank  in  Fort 
Collins,  Fort  Collins,  Colo. 

President,  Pioneer  National  Baidc,  Logan,  Utah 

I'resident,  The  First  National  Bank  of  Artesia, 
Artesia,  N.  Mex. 

Chairman  »&  President,  The  First  National  Bank 
of  Belen.  Belen,  N.  Mex. 

I'resident,  The  Alamos^a  National  Bank.  Ala- 
mosa, Colo. 

President.  The  East  Colorado  Springs  National 
Bank,  Colorado  Springs.  Colo. 

President,  First  Westland  National  Bank.  Lake- 
wood.  Colo. 

Chairman  &  President.  The  First  National  Bank 
of  Rawlins.  Rawlins.  Wyo. 

President,  The  First  National  Bank  and  Trust 
Co.  of  Wyoming.  Cheyenne.  Wyo. 


Region  13  meeting  dates.  September  10.  1971  and  April  21.  1972. 


LeRoy  B.  Staver 

(Chainnan) 
R.  C.  Bailey 

Thomas  G.  Bourke 

W.  W.  Brokaw 

W.  G.  Candland 

Philip  L.  Oorneil 

R.  M.  Doherty 

R.  G.  Johnson 

D.  L.  Mellish 

Robert  I.  Penner 

F.  L.  Servoss 

A.  F.  Winegardner 


Chairman,  United  States  National  Bank  of  Ore- 
gon. Portland,  Oreg. 

Vice  I'resident.  Alaska  National  Bank  of  Fair- 
banks, Fairbanks.  Alaska 

Executive  Vice  I'resident,  First  Security  Bank 
of  Idaho.  N.A..  Boise.  Idaho 

l're.sident.  The  First  Naticmal  Bank  of  Stanwood, 
Stjinw(>od.  Wash. 

Executive  Vice  I'resident,  Tri-State  National 
Bank  of  Montpelier,  Monti)elier,  Idaho 

Executive  Vice  President.  Seattle-First  National 
Bank.  Seattle,  Wash. 

President,  Valley  National  Bank  of  Auburn,  Au- 
burn, Wash. 

President,  The  Continental  National  Bank  of 
Harlowton.  Harlowton.  Mont. 

President,  National  Bank  of  Alaska,  Anchorage, 
Alaska 

President.  Citizens  First  National  Bank  of  Wolf 
Point,  Wolf  Point,  Mont. 

President,  Crater  National  Bank  of  Medford, 
Medford,  Oreg. 

I'resident,  First  National  Bank  and  Trust  ('o., 
Billings,  Mont. 
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Region  14  meeting  dates,  November  5, 1971  and  INIay  5, 1972. 
Martin  V.  Smith 


(Cliairnian) 
Ernest  D.  Bonta 

W.  Gordon  Ferguson 

Albert  C.  Gianoli 

Arnold  W.  Gietz 

Elmer  Glaser 

Carl  E.  Hartnack 

Aldcn  W.  Johnson 

K.  J.  Luke 
Tjeslie  C.  Peacock 
Don  AV.  Smith 
Don  A.  Westerman 


Chairman  &  President,  Commercial  and  Farmers 

National  Bank,  Oxnard.  Calif. 
President,    Inyo-Mono    National   Bank,    Bishop, 

Calif. 
I'resident,  National  Bank  of  Whittier,  Whittier, 

Calif. 
Chairman  &  President,  The  First  National  Bank 

of  Ely,  Ely,  Nev. 
President,  Beverly  Hills  National  Bank,  Beverlv 

Hills.  Calif. 
Chairman    &    I'resident,    West    Coast    National 

Bank,  Oceanside,  Calif. 
I'resident,  Security  Pacitic  National  liank.  Los 

Angeles,  Calif. 
President  &   Chief   E.xecutive  Officer,   Southern 

California   First  National  Bank.   San   Diego. 

(^alif. 
Chairman  &  President,  Hawaii  National  Bank. 

Honolulu,  Honolulu,  Hawaii 
I'resident,    Crocker   National    B.ink.    San    Fran- 
cisco, Calif. 
Chairman    »&    President,    Conuuercial    National 

Bank,  Buena  Park,  Calif. 
President,  Mid-Cal  National  P.ank,  Lodi.  Calif. 


STATISTICAL    APPENDIX 


TABLES 

The  statistical  tables  to  this  Annual  Report  will  be  published  in  the  separate 
Statistical  Appendix. 
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